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FARM CREDIT 


THURSDAY, APRIL 19, 1956 


House or REPRESENTATIVES, 
SpecraL Action SUBCOMMITTEE ON 
CONSERVATION AND CREDIT, 
CoMMITTER ON AGRICULTURE, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 1310, 
New House Office Building, Hon. W. R. Poage (chairman of the sub- 
committee ) penang, 

Present: Representatives Poage (presiding), Hill, and McIntire. 

Also present: Representatives Gathings, Thompson, Jones, Hagen, 
Johnson, Jennings, Matthews, Hope, Dague, Harvey, and Dixon. 

Representative Christopher. 

Mr. Poacr. The subcommittee will please come to order. 

The subcommittee has met this morning to consider amendments to 
farm credit legislation. There are several bills introduced; one by the 
chairman of the committee, H. R. 10285. 

I believe identical bills have been introduced also. Some of the 
members of the subcommittee have bills and the chairman of the com- 
mittee has one, too; and they are all about the same thing and we might 
as well consider them together. 

(H. R. 10285, H. R. 10315, H. R. 10286, H. R. 10392, and H. R. 10923 
are as follows:) 


[H. R. 10285. 84th Cong., 2d sess.] 


A BILL To merge production credit corporations in Federal intermediate credit banks; to 
provide for retirement of Government capital in Federal intermediate credit banks; to 
provide for supervision of production credit associations; and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Farm 
Credit Act of 1956”. 


DECLARATION OF POLICY 


Seo. 2. It is declared to be the policy of the Congress to continue to provide 
agriculture with a sound, dependable, and effective source of credit; to promote 
the efficiency of the farm credit system by merging production credit corporations 
in Federal intermediate credit banks and to facilitate farmer ownership of the 
merged banks and retirement of Government capital therein; to encourage and 
promote the continued growth and development of the production credit associa- 
tions as self-supporting cooperative lending institutions operating on a sound 
credit basis with maximum local authority to determine credit needs and loan 
policies consistent with the maintenance of a national production credit system ; 
and to continue to provide other financing institutions making loans to farmers 
and ranchers with the right to borrow from and rediscount with such merged 
banks on a basis comparable with the production credit associations regardless 
of the ownership of such banks. The provisions of this Act shall be construed in 
keeping with this declaration of policy. 
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TITLE I—PRODUCTION CREDIT SYSTEM 


Sec. 101. Mercer or Propuction Creprt CorPoRATIONS IN FEDERAL INTERME- 
DIATE CREDIT BANKS—(a) TRANSFER OF ASSETS.—The production credit corpora- 
tion in each farm credit district is hereby merged in the Federal intermediate 
credit bank of the district and all assets, funds, contracts, property, and records 
belonging to such corporation, except stock in production credit associations, are 
hereby transferred to and vested in such bank. All obligations and liabilities of 
the production credit corporation shall be assumed by the Federal intermediate 
credit bank of the district. Stock held by each production credit corporation in 
production credit associations is transferred to the Governor of the Farm Credit 
Administration to be held by him on behalf of the United States, and the Gov- 
ernor shall cancel an equal par amount of stock of the corporation. 

(b) SERVICES TO AND SUPERVISION OF PRODUCTION CREDIT ASSOCIATIONS.—In 
order to carry out the declared policy of this Act with respect to the production 
credit associations, the Farm Credit Administration shall, by approriate provi- 
sions in the charter and bylaws, or otherwise, provide for such organization and 
assignment of functions within the Federal intermediate credit banks as will 
assure proper supervision of and assistance to the production credit associations 
in a manner which will enable them to make sound credit available to farmers 
and ranchers. The income derived from the surplus transferred from the pro- 
duction credit corporation to the Federal intermediate credit bank of the district 
shall be used to pay expenses of the bank in providing such supervision and 
assistance, and expenses in excess of such income may be paid out of other 
resources of the bank. 

(c) OFFICERS AND EMPLOYEES.—Notwithstanding any other provision of law, 
the employment of the officers and employees of each Federal intermediate credit 
bank and each production credit corporation is terminated on the effective date 
of this Act and the board of directors of the Federal intermediate credit bank 
shall, not later than sixty days prior to the effective date of this Act, take all 
necessary action to reemploy as of such effective date such of the officers and 
employees so terminated in such capacities as the board determines they are 
qualified and needed to carry out the functions, powers, and duties of the Federal 
intermediate credit bank. Such reemployment shall be subject to the approval of 
the Farm Credit Administration. 

Sec. 102. Section 205 of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 





“CAPITAL STOCK 


“Sec. 205. (a) CLasses or SrocK; OWNERSHIP; DIVIDENDS; AND RETIREMENT 
or Stock.—Each Federal intermediate credit bank is authorized to issue class A 
and class B stock as follows: 

(1) Class A stock shall have a par value of $100 per share and shall be issued 
to and held by the Governor of the Farm Credit Administration on behalf of the 
United States. Stock of all Federal intermediate credit banks held by the Secre- 
tary of the Treasury shall be transferred to the Governor and may be reallocated 
by him in such manner as he determines necessary to meet the needs of the 
respective banks. The Governor shall then exchange such stock of each bank 
for an equal par amount of class A stock of the bank. Stock of each production 
credit corporation held by the Governor (less the amount canceled pursuant to 
section 101 of the Farm Credit Act of 1956) shall be exchanged for an equal 
par amount of class A stock of the Federal intermediate credit bank in which 
such corporation is merged pursuant to section 101 of such Act. No dividends 
shall be paid on class A stock. Annually at the end of its fiscal year each such 
bank shall‘determine the amount of its class A stock which shall be retired. 
Whenever the total of the capital stock, participation certificates, surplus, and 
reserves of the bank is more than one-sixth of the highest month-end balance of 
debentures and other obligations issued by or for the bank, outstanding during 
the immediately preceding five years, the minimum amount of class A stock to 
be retired shall be the total amount of class B stock and participation certificates 
issued for that year. All class A stock shall be retired at par. The proceeds of 
such class A stock retirements of each bank shall be paid into the Treasury as 
miscellaneous receipts until there is so paid a sum equal to the amount of class A 
stock of the bank issued in exchange for stock of the production credit corpo- 
ration. The proceeds of any further such stock retirements shall be paid into 
the revolving fund established by section 5 (e) of the Farm Credit Act of 1933, 
as amended. The Governor of the Farm Credit Administration is authorized to 
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purchase from time to time class A stock in any bank in such amount as he 
determines is needed to meet the credit needs of the bank and such revolving 
fund shall continue to be available for such purchases as provided in said sec- 
tion 5 (e). The Governor may at any time require the bank to retire such 
class A stock if, in his judgment, the bank has resources available therefor, and 
the proceeds of such retirements shall be returned to such revolving fund. 
**(2) Class B stock shall have a par value of $5 per share and may be issued 
only to production credit associations in series and amounts approved by the 
Farm Credit Administration. Such stock shall be issued only at par and may be 
transferred to another production credit association with the approval of the 
issuing bank. Whenever a bank has no class A stock outstanding it may pay 
like dividends on class B stock and participation certificates in an amount not to 


exceed 5 per centum in any year if declared by the board of directors. Dividends 


on class B stock and participation certificates shall not be cumulative. Within 
sixty days after the effective date of the Farm Credit Act of 1956, the production 
credit associations shall subscribe to class B stock in the banks in an aggregate 
amount equal to 15 per centum of the total amount of class A stock in all banks, 
Such required amount of subscriptions shall be allotted among the several dis- 
tricts in the proportion that the average amount of the bank’s loans to and dis- 
counts for the production credit associations of the district, outstanding during 
the immediately preceding five fiscal years, is of the average of such loans and dis- 
counts of all banks outstanding during such five-year period. The amount so al- 
lotted to each district shall be further allotted to each production credit associa- 
tion on the basis of the proportion that its average indebtedness (loans and dis- 
counts) to the bank during the immediately preceding five fiscal years is of the 
average of such indebtedness of all production credit associations to the bank 
during such five-year period. Each production credit association shall subscribe 
to class B stock in the bank of the district in the amount so allotted to it. One- 
third of the purchase price of such stock subscription shall be paid at the 
time of such subscription, one-third shall be paid within one year after 
the effective date of said Act, and the balance shall be paid within two years 
after such effective date. Such class B stock shall be issued as payments 
therefor are made. Any production credit association chartered after the effec- 
tive date of the Farm Credit Act of 1956 shall thereupon purchase class B stock in 
the bank in the amount of $5,000, and such amount shall be adjusted at the end 
of five years thereafter to an amount determined by applying to its average in- 
debtedness to the bank during such five-year period the same percentage as the 
percentage which the initial subscriptions of other production credit associations 
was of their indebtedness, as provided in this subsection : Provided, That this pro- 
vision shall not apply to any association owning stock in the bank in such required 
amount as a result of merger, consolidation, or reorganization of one or more 
associations. After all class A stock has been retired, the bank may retire class B 
stock at par and participation certificates at a face amount under policies estab- 
lished by the Farm Credit Administration. Class B stock and participation cer- 
tificates shall be retired without preference and in such manner that the oldest 
outstanding stock or certificates at any given time will be retired first. In case 
of liquidation or dissolution of any production credit association or other financ- 
ing institution, the stock or participation certificates of the bank owned by such 
association or institution may be retired by the bank at the fair book value 
thereof, not exceeding par or face amount, as the case may be. 

“(b) LIEN ON STocK AND PARTICIPATION CERTIFICATES.—Each Federal inter- 
mediate credit bank shall have a first lien on all stock in the bank owned by each 
production credit association and on all participation certificates owned by other 
financing institutions as additional collateral for any indebtedness of the holders 
thereof to the bank: Provided, That the bank shall make no loan or advance on 
the security of its own stock or participation certificates. In any case where the 
debt of a production credit association or other financing institution is in default, 
the bank may retire and cancel all or a part of the stock of the bank held by 
the association or of the participation certificates held by the other financing in- 
stitution at the fair book value thereof, not exceeding par or face amount, as the 
case may be, in total or partial liquidation of the debt.” 

Sec. 103. Section 206 of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows: 


“APPLICATION OF EARNINGS 


“Seo. 206. (a) ANNUAL APPLICATION.—At the end of its fiscal year, each Fed- 
eral intermediate credit bank shall determine the amount of its net earnings 
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after paying or providing for all operating expenses (including reasonable valua- 
tion reserves and losses in excess of any such applicable reserves) and shall apply 
such net earnings as follows: (1) To the restoration of the amount of the im- 
pairment, if any, of capital stock and participation certificates, as determined by 
its board of directors; (2) to the restoration of the amount of the impairment, if 
any, of the surplis account established by this subsection, as determined by its 
board of directors; (3) 25 per centum of any remaining earnings shall be used 
to create and maintain a reserve account equal to 25 per centum of the outstand- 
ing capital stock and participation certificates of the bank; (4) if said bank shall 
have outstanding capital stock held by the United States during the whole or any 
part of its fiscal year, it shall next pay to the United States as a franchise tax, 
a sum equal to 25 per centum of its earnings then remaining, not exceeding, how- 
ever, a rate of return on such Government capital calculated at a rate equal to 
the computed average annual rate of interest on all public issues of public debt 
obligations of the United States issued during the fiscal year of the United States 
Treasury ending next before such tax is due, as certified to the Farm Credit 
Administration by the Secretary of the Treasury; (5) dividends on class B stock 
and participation certificates may be declared as provided in section 205 (a) of 
this Act; and (6) any remaining net earnings shall be distributed as patronage 
refunds as provided in subsection (b) of this section. Notwithstanding the pro- 
visions of item (3) of this subsection, if at the end of any fiscal year the sum of 
the surplus and the reserve account of any bank is less than its outstanding capital 
stock and participation certificates, the bank shall continue to apply such 25 per 
centum of its net earnings to the reserve account until the sum of the surplus 
and the reserve account is equal to its outstanding capital stock and participa- 
tion certificates. Each bank shall, on the effective date of the Farm Credit Act 
of 1956, establish a surplus account consisting of its earned surplus account, its 
reserve for contingencies, and the surplus of the production credit corporation 
transferred to the bank. No part of such surplus of any bank shall be distributed 
as patronage refunds. In the event of a net loss in any fiscal year after providing 
for all operating expenses (including reasonable valuation reserves and losses 
in excess of any such applicable reserves), such loss shall be absorbed by: first, 
charges to the reserve account ; second, charges to surplus other than that trans- 
ferred from the production credit corporation of the district; third, charges to 
surplus transferred from the production credit corporation of the district ; fourth, 
the impairment of class B stock and participation certificates; and fifth, the im- 
pairment of class A stock. 

“(b) PaTRONAGE ReFuNpDs.—Whenever at the end of its fiscal year a Fed- 
eral intermediate credit bank has class A stock outstanding, patronage refunds 
declared for that year shall be paid in class B stock to production credit as- 
sociations and in participation certificates to other financing institutions bor- 
rowing from or rediscounting with the bank during the fiscal year for which 
such refunds are declared. The recipients of such patronage refunds shall not 
be subject to Federal income taxes thereon. Whenever at the end of its fiscal 
year a Federal intermediate credit bank has no class A stock outstanding, 
patronage refunds declared for that year may be paid in such class B stock and 
participation certificates or in cash as determined by the bank. All patronage 
refunds shall be paid in the proportion that the amount of interest earned 
by the bank on its loans to and discounts for each production credit association 
or other financing institution bears to the total interest earned by the bank 
on all such loans and discounts outstanding during the fiscal year. Hach par- 
ticipation certificate issued in payment of patronage refunds shall be in multiples 
of $5 and shall state on its face the rights, privileges, and conditions applicable 
thereto. Patronage refunds shall not be paid to any other Federal intermediate 
eredit bank, or to any Federal land bank or bank for cooperatives. 

“(c) DISTRIBUTION oF ASSETS ON LIQUIDATION OR DISSOLUTION.—In the case 
of liquidation or dissolution of any Federal intermediate credit bank, after the 
payment or retirement, as the case may be, first, of all liabilities; second, of all 
class A stock at par; third, of all class B stock at par and all participation certi- 
ficates at face amount; any surplus established pursuant to subsection (a) of 
this section shall be paid to the holders of class A and class B stock pro rata, 
and any remaining assets shall be distributed to the holders of class B stock 
and the holders of participation certificates pro rata.” 

Sec. 104 (a) Section 201 (b) of the Federal Farm Loan Act, as amended, is 
hereby amended by adding at the end thereof the following sentence: “The 
directors shall have power, subject to the approval of the Farm Credit Adminis- 
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tration, to adopt such bylaws as may be necessary for the conduct of the busi- 
ness of the banks,” 

(b) Section 202 (a) of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows: 

“Sec. 202 (a) The Federal intermediate credit banks, when chartered and 
established shall have power, subject solely to the restrictions, limitations, and 
conditions contained in this Act or as may be prescribed by the Farm Credit 
Administration not inconsistent with the provisions of this Act— 

“(1) to discount for, or purchase from, any production credit associa- 
tion organized under the Farm Credit Act of 1933, as amended, with its 
endorsement, any note, draft, or other such obligation presented by such 
association; and to make loans and advances to any such association se- 
cured by such collateral as may be approved by the Governor of the Farm 
Credit Administration ; 

(2) to discount for, or purchase from, any national bank, State bank, trust 
company, agricultural credit corporation, incorporated livestock loan com- 
pany, savings institution, credit union, and any association of agricultural 
producers engaged in the making of loans to farmers and ranchers, with its 
endorsement, any note, draft, or other such obligation the proceeds of which 
have been advanced or used in the first instance for any agricultural purpose, 
including the breeding, raising, fattening, or marketing of livestock; and to 
make loans and advances to any such financing institution secured by such 
collateral as may be approved by the Governor of the Farm Credit Adminis- 
tration: Provided, That no such loan or advance shall be made upon the 
security of collateral other than notes or other such obligations of farmers 
and ranchers eligible for discount or purchase under the provisions of this 
section, unless such loan or advance is made to enable the financing institu- 
tion to make or carry loans for any agricultural purpose; and 

“(3) to make loans to and discount paper for any other Federal inter- 
mediate credit bank, any Federal land bank, or any bank for cooperatives 
organized under the Farm Credit Act of 1933, as amended, all upon terms 
and at rates of interest or discount approved by the Farm Credit Administra- 
tion.” 

(c) Section 202 (c) of the Federal Farm Loan Act, as amended, is amended 
by changing the word “three” to the word “seven”. 

(d) Section 204 (a) of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 

“Sec. 204. (a) Loans and discounts by any Federal intermediate credit bank 
shall bear such rates of interest or discount as the board of directors of the bank 
shall from time to time determine with the approval of the Farm Credit Adminis- 
tration, but the rates charged financing institutions other than production credit 
associations shall be the same as those charged production credit associations.” 

(e) Section 204 (b) of the Federal Farm Loan Act is hereby repealed. 

(f) Section 13 of the Federal Farm Loan Act, as amended, is hereby amended 
by inserting in paragraph “Seventeenth”, after the words “Federal land banks”, a 
comma and the words “to Federal intermediate credit banks, or to banks for 
cooperatives organized under the Farm Credit Act of 1933, as amended.”’. 

Sec. 105. (a) Section 2 of the Farm Credit Act of 1983, as amended, is amended 
to read as follows: 

“Seo. 2. The Governor of the Farm Credit Administration, hereinafter in this 
Act referred to as the ‘Governor’, is authorized and directed to organize and 
charter twelve banks to be known as ‘banks for cooperatives’. One such bank shall 
be established in each city in which there is located a Federal land bank. The 
members of the several farm credit boards of the farm credit districts provided 
for in esction 5 of the Farm Credit Act of 1937, as amended, shall be ex officio 
the directors of the respective banks for cooperatives. Such directors shall have 
power, subject to the approval of the Governor, to employ and fix the compensation 
of such officers and employees of such banks as may be necessary to carry out the 
powers and duties conferred upon such banks under this Act.” : 

(b) Section 3 of the Farm Credit Act of 1933 is amended by striking from the 
first sentence the words “the production credit corporations and” by striking 
from the second sentence the words “corporations and”. 

(c) Section 4 of the Farm Credit Act of 1933 is hereby repealed. 

(d) Section 5 of the Farm Credit Act of 1933, as amended, is amended (1) 
by changing “$120,000,000” in subsection (a) thereof to “$60,000,000”; (2) by 
striking from subsection (b) thereof the words “the production credit corpora- 
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tions and”; (8) by changing “$40,000,000” insubsection (e) thereof to “$100,000,- 
000”; and (4) by striking from subsection (e) thereof the words “and/or paid- 


in surplus”. 
(e) Section 6 of the Farm Credit Act of 1933, as amended, is amended to 
read as follows: 
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“INVESTMENT BY GOVERNOR IN STOCK OF PRODUCTION CREDIT ASSOCIATIONS 


“So. 6. The Governor may purchase class A stock of any production credit 
association in such amounts as he determines are required to meet the credit 
needs of farmers in the area served by such association. Payments for such 
stock purchased by the Governor shall be made out of the revolving fund au- 
thorized by section 5 (a) of this Act and such stock shall be held by him on be- 
half of the United States. The Governor may at any time require any production 
credit association to retire and cancel any class A stock held by him in such 
association if, in his judgment, the association has resources available therefor, 
and the proceeds of such stock retirements shall be paid into such revolving 
fund.” 

(f) Section 20 of the Farm Credit Act of 1933 is amended by changing the 
fourth sentence to read as follows: “Such articles shall be signed by the in- 
dividuals uniting to form the association and a copy thereof shall be furnished 
to the Governor.” 

(g) Section 21 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “production credit corporations” 
and substituting in lieu thereof the words “the Governor”; and (2) by deleting 
the last sentence thereof. 

(h) Section 22 of the Farm Credit Act of 1933, as amended, is amended by 
striking out the words “production credit corporation”, wherever they appear 
therein, and substituting in lieu thereof “Federal intermediate credit bank”. 

(i) Section 23 of the Farm Credit Act of 1933, as amended, is amended (1) 
by changing the first sentence to read as follows: “Each production credit as- 
sociation shall, under such rules and regulations as may be prescribed by the 
farm credit board of the district with the approval of the Farm Credit Adminis- 
tration, invest its funds and make loans to farmers for general agricultural 
purposes and other requirements of the borrowers”; (2) by deleting the second 
sentence; (3) by striking from the third sentence the word “corporation” and 
inserting in lieu thereof the words “Federal intermediate credit bank” ; and (4) 
by changing the period at the end of the next to the last sentence to a colon 
and adding the following: “Provided, That an association may, under rules and 
regulations issued by the Farm Credit Administration, make loans to any class 
B stockholder secured by warehouse receipts covering agricultural commodities 
stored in bonded warehouses without the purchase of additional class B stock.” 

(j) Section 34 of the Farm Credit Act of 1933, as amended, is hereby amended 
by adding before the semicolon at the end of “(b)” the words “or to Federal land 
banks or Federal intermediate credit banks”. 

(k) Section 41 of the Farm Credit Act of 1933, as amended, is hereby amended 
by adding before the semicolon at the end of “(b)” the words “or to Federal land 
banks or Federal intermediate credit banks”. 

(1) Section 60 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “the production credit corpora- 
tions,”; (2) by striking from the second sentence the words “association, or 
corporation” and substituting in lieu thereof the words “or association” ; and (3) 
by striking from the third sentence the words “production credit corporation 
or’, “or corporation”, and “corporation or”, wherever they appear therein. 

(m) Section 61 of the Farm Credit Act of 1933 is amended (1) by striking 
from the first sentence the words “production credit corporation,” ; and (2) by 
striking from the second and third sentences the words “association, or corpora- 
tion”, wherever they appear therein, and substituting in lieu thereof the words 
“or association”. 

(n) Section 62 of the Farm Credit Act of 1933, as amended, is amended by 
striking out the words “production credit corporations,”. 

(o) Section 63 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “the production credit corpora- 
tions,” ; (2) by striking from the first and second sentences the words “‘associa- 
tions, or corporations” and “associations, and corporations,” and substituting in 
lieu thereof, the words “or associations” and “and associations,”, respectively ; 
and (3) by changing the last sentence to read as follows: “The exemption pro- 
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vided herein shal Inot apply with respect to any production credit association or 
its property or income after the class A stock held in it by the Governor has 
been retired, or with respect to any bank for cooperatives or its property or in- 
come after the stock held in it by the United States has been retired.” 

(p) Section 65 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking out the words “production credit corporation,” ; and (2) by striking 
out the words “association or corporation”, wherever they appear therein, and 
substituting in lieu thereof the words ‘‘or association”. 

(q) Section 86a of the Farm Credit Act of 1933 is hereby repealed. 

Seco. 106. (a) Section 5 of the Farm Credit Act of 1937, as amended, is amended 
(1) by striking from subsection (d) (2) (B) the words “production credit corpor- 
ation of the district” and substituting in lieu thereof the words “Governor of 
the Farm Credit Administration”; and (2) by striking from subsection (h) the 
words “production credit corporation,” 

(b) Section 6 of the Farm Credit Act of 1937 is amended (1) by striking from 
the first sentence of subsection (a) the words “production credit corporation,” ; 
(2) by striking from the third sentence of subsection (a) the word “three”; (3) 
by striking from the first sentence of subsection (b) the words “the bank for 
cooperatives, and the production credit corporation” and substituting in lieu 
thereof the words “and the bank for cooperatives”; and (4) by striking from 
the last sentence of subsection (b) the words “production credit corporation,”. 

Sec. 107. (a) Section 8 of the Farm Credit Act of 1953 is amended by striking 
out the words “production credit corporation”, wherever they appear therein, and 
substituting in lieu thereof the words “Federal intermediate credit bank”. 

(b) Subsection (a) of section 16 of the Farm Credit Act of 1953 is amended 
to read as follows: 

“(a) Any other provisions of law to the contrary notwithstanding, after the 
effective date of this Act any production credit association may, with the ap- 
proval of the Farm Credit Administration, issue nonvoting preferred stock, to be 
known as class C stock, which may be purchased and held by the Governor of 
the Farm Credit Administration and by investors: Provided, That the issuance 
of such stock shall be authorized by vote of not less than two-thirds of the out- 
standing shares of class A stock of the association (other than shares held by 
the Governor of the Farm Credit Administration) by the holders thereof in person 
or by proxy and by vote of not less than two-thirds of the outstanding shares of 
class B stock of the association by the holders thereof in person or by proxy; 
and for this purpose holders of class A stock (other than the Governor of the 
Farm Credit Administration) and holders of class B stock shall be entitled to one 
vote for each share of stock held by them. Payments for such stock purchased 
by the Governor shall be made out of the revolving fund created by section 5 (a) 
of the Farm Credit Act of 1933, as amended, and the proceeds from the retire- 
ment of any such stock shall be paid into such revolving fund.” 

Sec. 108. Section 601 of the Department of Agriculture Organic Act of 1944, as 
amended, is hereby amended (1) by striking from subsection (a) the words 
“produetion credit corporations,”, wherever they appear therein, and the word 
“corporations,”; (2) by striking from subsection (b) the words “the Federal 
intermediate credit banks, and the production credit corporations” and sub- 
stituting in lieu thereof the words “and the Federal intermediate credit banks” ; 
and (3) by striking from subsection (b) and (c) the words “and corporation”, 
“and corporations”, and “corporation,”, wherever they appear therein. 

Sec. 109. Sections 658 and 1014 of title 18, United States Code, are hereby 
amended by striking from each such section the words “or in which a production 
credit corporation holds stock”. 


TITLE II—MISCELLANEOUS PROVISIONS 


Sec. 201. (a) The Government Corporation Control Act, as amended, is 
amended (1) by striking from section 101 the words “Federal Intermediate Credit 
Banks; Production Credit Corporations ;”; (2) by inserting in section 201 im- 
mediately following “(3)” the words “Federal Intermediate Credit Banks, (4)”; 
(3) by changing “(4)” in section 201 to “(5)”; and (4) by striking from sections 
302 and 303 the words “production credit corporations,”’. 

(b) After the effective date of this Act, the Federal intermediate credit banks 
may utilize their funds for administrative expenses without regard to the limita- 
tions contained in any other Act of Congress governing the expenditure of appro- 
priated funds. 
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(c) Paragraph Seventh of section 5136 of the Revised Statutes as amended, 
is amended (1) by inserting in next to the last sentence immediately before the 
words “Federal Home Loan Banks”, the words “thirteen banks for cooperatives 
or any of them or the”; and (2) by changing the last sentence to read as follows: 
“The limitations and restrictions herein contained as to dealing in and under- 
writing investment securities shall not apply to obligations issued by the Inter- 
national Bank for Reconstruction and Development which are at the time eligible 
for purchase by a national bank for its own account: Provided, That no asso- 
ciation shall hold obligations issued by said bank as a result of underwriting, 
dealing, or purchasing for its own account (and for this purpose obligations 
as to which it is under commitment shall be deemed to be held by it) in a total 
amount exceeding at any one time 10 per centum of its capital stock actually 
paid in and unimpaired and 10 per centum of its unimpaired surplus fund.” 

Sec. 202. (a) This Act shall become effective on January 1 next following its 
enactment. 

(b) For purposes of applying the amendment in section 103 of this Act, that 
part of the fiscal year 1957 preceding the effective date of this Act shall be 
deemed to be a separate fiscal year. 

Sec. 208 (a) If any provision of this Act, or the application thereof to any 
person or circumstance, is held invalid, the remainder of the Act, and the appli- 
cation of such provisions to other persons or circumstances, shall not be affected 
thereby. 

(b) The right to alter, amend, or repeal this Act is hereby reserved. 


[H. R. 10286, 84th Cong., 2d sess.] 


A BILL To merge production credit corporations in Federal intermediate credit banks; to 
provide for retirement of Government capital in Federal intermediate credit banks; to 
provide for supervision of production credit associations ; and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Farm 
Credit Act of 1956”. 

DECLARATION OF POLICY 


Sec. 2. It is declared to be the policy of the Congress to continue to provide 
agriculture with a sound, dependable, and effective source of credit; to promote 
the efficiency of the farm credit system by merging production credit corporations 
in Federal intermediate credit banks and to facilitate farmer ownership of the 
merged banks and retirement of Government capital therein; to encourage and 
promote the continued growth and development of the production credit asso- 
ciations as self-supporting cooperative lending institutions operating on a sound 
credit basis with maximum local authority to determine credit needs and loan 
policies consistent with the maintenance of a national production credit system ; 
and to continue to provide other financing instituions making loans to farmers 
and ranchers with the right to borrow from and rediscount with such merged 
banks on a basis comparable with the production credit associations regardless 
of the ownership of such banks. The provisions of this Act shall be construed 
in keeping with this declaration of policy. 


TITLE I—PRODUCTION CREDIT SYSTEM 


Sec. 101. MERGER oF PRopUCTION CREDIT CORPORATIONS IN FEDERAL INTERMEDIATE 
Crepir BANK :—(a) TRANSFER OF ASSETS. The production credit corporation in 
each farm credit district is hereby merged in the Federal intermediate credit 
bank of the district and all assets, funds, contracts, property, and records belong- 
ing to such corporation, except stock in production credit associations, are hereby 
transferred to and vested in such bank. All obligations and liabilities of the 
production credit corporation shall be assumed by the Federal intermediate credit 
bank of the district. Stock held by each production credit corporation in pro- 
duction credit associations is transferred to the Governor of the Farm Credit Ad- 
ministration to be held by him on behalf of the United States, and the Governor 
shall cancel an equal par amount of stock of the corporation, 

(b) SERVICES TO AND SUPERVISION OF PrRopuctTION CrepIt AssocraTIons.—In 
order to carry out the declared policy of this Act with respect to the production 
credit associations, the Farm Credit Administration shall, by appropriate pro- 
visions in the charter and bylaws, or otherwise, provide for such organization 
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and assignment of functions within the Federal intermediate credit banks as will 
assure proper supervision of and assistance to the production credit associa- 
tions in a manner which will enable them to make sound credit available to 
farmers and ranchers. The income derived from the surplus transferred from 
the production credit corporation to the Federal*intermediate credit bank of the 
district shall be used to pay expenses of the bank in providing such supervision 
and assistance, and expenses in excess of such income may be paid out of other 
resources of the bank. 

(c) OFFICERS AND EMPLOYEES.—Notwithstanding any other provision of law, 
the employment of the officers and employees of each Federal intermediate credit 
bank and each production credit corporation is terminated on the effective date 
of this Act and the board of directors of the Federal intermediate credit bank 
shall, not later than sixty days prior to the effective date of this Act, take all 
necessary action to reemploy as of such effective date such of the officers and 
employees so terminated in such capacities as the board determines they are 
qualified and needed to carry out the functions, powers, and duties of the Fed- 
eral intermediate credit bank. Such reemployment shall be subject to the ap- 
proval of the Farm Credit Administration 

Sec. 102. Section 205 of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 


“CAPITAL STOCK 


“Sec, 205 (a) CLasses or Stock; OWNERSHIP; DIVIDENDS; AND RETIREMENT 
or Stock.—Each Federal intermediate credit bank is authorized to issue class A 
and Class B stock as follows: 

“(1) Class A stock shall have a par value of $100 per share and shall be is- 
sued to and held by the Governor of the Farm Credit Administration on behalf 
of the United States. Stock of all Federal intermediate credit banks held by 
the Secretary of the Treasury shall be transferred to the Governor and may 
be reallocated by him in such manner as he determines necessary to meet the 
needs of the respective banks. The Governor shall then exchange such stock 
of each bank for an equal par amount of class A stock of the bank. Stock of 
each production credit corporation held by the Governor (less the amount can- 
celed pursuant to section 101 of the Farm Credit Act of 1956) shall be ex- 
changed for an equal par amount of class A stock of the Federal intermediate 
credit bank in which such corporation is merged pursuant to section 101 of 
such Act. No dividends shall be paid on class A stock. Annually at the end 
of its fiscal year each such bank shall determine the amount of its class A 
stock which shall be retired. Whenever the total of the capital stock, partici- 
pation certificates, surplus, and reserves of the bank is more than one-sixth 
of the highest month-end balance of debentures and other obligations issued by 
or for the bank, outstanding during the immediately preceding five years, the 
minimum amount of class A stuck to be retired shall be the total amount of 
class B stock and participation certificates issued for that year. All class A 
stock shall be retired at par. The proceeds of such class A stock retirements 
of each bank shall be paid into the Treasury as miscellaneous receipts until 
there is so paid a sum equal to the amount of class A stock of the bank issued 
in exchange for stock of the production credit corporation. The proceeds of 
any further such stock retirements shall be paid into the revolving fund estab- 
lished by section 5 (e) of the Farm Credit Act of 1933, as amended. The Gov- 
ernor of the Farm Credit Administration is authorized to purchase from time 
to time class A stock in any bank in such amount as he determines is needed 
to meet the credit needs of the bank and such revolving fund shall continue to 
be available for such purchases as provided in said section 5 (e). The Goy- 
ernor may at any time require the bank to retire such class A stock if, in his 
judgment, the bank has resources available therefor, and the proceeds of such 
retirements shall be returned to such revolving fund. 

*(2) Class B stock shall have a par value of $5 per share and may be issued 
only to production credit associations in series and amounts approved by the 
Farm Credit Administration. Such stock shall be issued only at par and may 
be transferred to another production credit association with the approval of 
the issuing bank. Whenever a bank has no class A stock outstanding it may pay 
like dividends on class B stock and participation certificates in an amount not 
to exceed 5 per centum in any year if declared by the board of directors. Divi- 
dends on class B stock and participation certificates shall not be cumulative. 
Within sixty days after the effective date of the Farm Credit Act of 1956, the 
production credit associations shall subscribe to class B stock in the banks in 
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an aggregate amount equal to 15 per centum of the total amount of class A 
stock in all banks. Such required amount of subscriptions shall be allotted 
among the several districts in the proportion that the average amount of the 
bank’s loans to and discounts for the production credit associations of the 
district, outstanding during the immediately preceding five fiscal years, is of 
the average of such loans and discounts of all banks outstanding during such 
five-year period. The amount so allotted to each district shall be further al- 
lotted to each production credit association on the basis of the proportion that 
its average indebtedness (loans and discounts) to the bank during the immedi- 
ately preceding five fiscal years is of the average of such indebtedness of all 
production credit associations to the bank during such five-year period. Each 
production credit association shall subscribe to class B stock in the bank of 
the district in the amount so allotted to it. One-third of the purchase price 
of such stock subscription shall be paid at the time of such subscription, one- 
third shall be paid within one year after the effective date of said Act, and 
the balance shall be paid within two years after such effective date. Such 
class B stock shall be issued as payments therefor are made. Any production 
credit association chartered after the effective date of the Farm Credit Act of 
1956 shall thereupon purchase class B stock in the bank in the amount of $5,000, 
and such amount shall be adjusted at the end of five years thereafter to an 
amount determined by applying to its average indebtedness to the bank during 
such five-year period the same percentage as the percentage which the initial 
subscriptions of other production credit associations was of their indebtedness, 
as provided in this subsection: Provided, That this provision shall not apply 
to any association owning stock in the bank in such required amount as a result 
of merger, consolidation, or reorganization of one or more associations. After all 
class A stock has been retired, the bank may retire class B stock at par and par- 
ticipation certificates at face amount under policies established by the Farm 
Credit Administration. Class B stock and participation certificates shall be re- 
tired without preference and in such manner that the oldest outstanding stock 
or certificates at any given time will be retired first. In case of liquidation or 
dissolution of any production credit association or other financing institution, 
the stock or participation certificates of the bank owned by such association 
or institution may be retired by the bank at the fair book value thereof, not 
exceeding par or face amount, as the case may be. 

“(b) LieN oN STocK AND PARTICIPATION CERTIFICATES.—Each Federal inter- 
mediate credit bank shall have a first lien on all stock in the bank owned by each 
production credit association and on all participation certificates owned by other 
financing institutions as additional collateral for any indebtedness of the holders 
thereof to the bank: Provided, That the bank shall make no loan or advance 
on the security of its own stock or participation certificates. In any case where 
the debt of a production credit association or other financing institution is in 
default, the bank may retire and cancel all or a part of the stock of the bank 
held by the association or of the participation certificates held by the other 
financing institution at the fair book value thereof, not exceeding par or face 
amount, as the case may be, in total or partial liquidation of the debt.” 

Sec. 103. Section 206 of the Federal Farm Loan Act, as amended, is hereby 


amended to read as follows: 
“APPLICATION OF EARNINGS 


“Sec. 206. (a) AnNvuAL AppLicaTion.—At the end of its fiscal year, each 
Federal intermediate credit bank shall determine the amount of its net earnings 
after paying or providing for all operating expenses (including reasonable valua- 
tion reserves and losses in excess of any such applicable reserves) and shall apply 
such net earnings as follows: (1) To the restoration of the amount of the 
impairment, if any, of capital stock and participation certificates, as determined 
by its board of directors; (2) to the restoration of the amount of the impair- 
ment, if any, of the surplus account established by this subsection, as determined 
by its board of directors; (3) 25 per centum of any remaining earnings shall be 
used to create and maintain a reserve account equal to 25 per centum of the 
outstanding capital stock and participation certificates of the bank; (4) if said 
bank shall have outstanding capital stock held by the United States during the 
whole or any part of its fiscal year, it shall next pay to the United States as a 
franchise tax, a sum equal to 25 per centum of its earnings then remaining, not 
exceeding, however, a rate of return on such Government capital calculated at a 
rate equal to the computed average annual rate of interest on all public issues 
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of public debt obligations of the United States issued during the fiscal year of 
the United States Treasury ending next before such tax is due, as certified to 
the Farm Credit Administration by the Secretary of the Treasury; (5) dividends 
on class B stock and participation certificates may be declared as provided in 
section 205 (a) of this Act; and (6) any remaining net earnings shall be dis- 
tributed as patronage refunds as provided in subsection (b) of this section. 
Notwithstanding the provisions of item (3) of this subsection, if at the end of 
any fiscal year the sum of the surplus and the reserve account of any bank is 
less than its outstanding capital stock and participation certificates, the bank 
shall continue to apply such 25 per centum of its net earnings to the reserve 
account until the sum of the surplus and the reserve account is equal to its out- 
standing capital stock and participation certificates. Each bank shall, on the 
effective date of the Farm Credit Act of 1956, establish a surplus account con- 
sisting of its earned surplus account, its reserve for contingencies, and the surplus 
of the production credit corporation transferred to the bank. No part of such 
surplus of any bank shall be distributed as patronage refunds. In the event of 
a net loss in any fiscal year after providing for all operating expenses (including 
reasonable valuation reserves and losses in excess of any such applicable re- 
serves), such loss shall be absorbed by: First, charges to the reserve account; 
second, charges to surplus other than that transferred from the production credit 
corporation of the district; third, charges to surplus transferred from the pro- 
duction credit corporation of the district ; fourth, the impairment of class B stock 
and participation certificates ; and fifth, the impairment of class A stock. 

“(b) PATRONAGE ReEFuNDs.—Whenever at the end of its fiscal year a Federal 
intermediate credit bank has class A stock outstanding, patronage refunds de- 
clared for that year shall be paid in class B stock to production credit associations 
and in participation certificates to other financing institutions borrowing from 
or rediscounting with the bank during the fiscal year for which such refunds are 
declared. The recipients of such patronage refunds shall not be subject to 
Federal income taxes thereon. Whenever at the end of its fiscal year a Federal 
intermediate credit bank has no class A stock outstanding, patronage refunds 
declared for that year may be paid in such class B stock and participation cer- 
tificates or in cash as determined by the bank. All patronage refunds shall be 
paid in the proportion that the amount of interest earned by the bank on its loans 
to and discounts for each production credit association or other financing insti- 
tution bears to the total interest earned by the bank on all such loans and dis- 
counts outstanding during the fiscal year. Each participation certificate issued 
in payment of patronage refunds shall be in multiples of $5 and shall state on 
its face the rights, privileges, and conditions applicable thereto. Patronage re- 
funds shall not be paid to any other Federal intermediate credit bank, or to any 
Federal land bank or bank for cooperatives. 

“c) DISTRIBUTION oF ASSETS ON LIQUIDATION OR DissoLuTIoN.—In the case of 
liquidation or dissolution of any Federal intermediate credit bank, after the pay- 
ment or retirement, as the case may be, first, of all liabilities; second, of all class 
A stock at par; third, of all class B stock at par and all participation certificates 
at face amount; any surplus established pursuant to subsection (a) of this section 
shall be paid to the holders of class A and class B stock pro rata, and any remain- 
ing assets shall be distributed to the holders of class B stock and the holders of 
participation certificates pro rata.” 

Sec. 104. (a) Section 201 (b) of the Federal Farm Loan Act, as amended, is 
hereby amended by adding at the end thereof the following sentence: “The direc- 
tors shall have power, subject to the approval of he Farm Credit Administration, 
“a adopt such bylaws as may be necessary for the conduct of the business of the 

anks.” 

(b) Section 202 (a) of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows : 

“Sec. 202. (a) The Federal intermediate credit banks, when chartered and 
established, shall have power, subject solely to the restrictions, limitations, and 
conditions contained in this Act or as may be prescribed by the Farm Credit 
Administration not inconsistent with the provisions of this Act— 

(1) to discount for, or purchase from, any production credit association 
organized under the Farm Credit Act of 1933, as amended, with its endorse- 
ment, any note, draft, or other such obligation presented by such association ; 
and to make loans and advances to any such association secured by such 
collateral as may be approved by the Governor of the Farm Credit Adminis- 


tration ; 
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“(2) to discount for, or purchase from, any national bank, State bank, 
trust company, agricultural credit corporation, incorporated livestock loan 
company, savings institution, credit union, and any association of agricul- 
tural producers engaged in the making of loans to farmers and ranchers, with 
its endorsement, any note, draft, or other such obligation the proceeds of 
which have been advanced or used in the first instance for any agricultural 
purpose, including the breeding, raising, fattening, or marketing of livestock; 
and to make loans and advances to any such financing institution secured by 
such collateral as may be approved by the Governor of the Farm Credit Ad- 
ministration: Provided, That no such loan or advance shall be made upon 
the security of collateral other than notes or other such obligations of farm- 
ers and ranchers eligibel for discount or purchase under the provisions of this 
section, unless such loan or advance is made to enable the financing institu- 
tion to make or carry loans for any agricultural purpose; and 

“(3) to make loans to and discount paper for any other Federal interme- 
diate credit bank, any Federal land bank, or any bank for cooperatives or- 
ganized under the Farm Credit Act of 1933, as amended, all upon terms and 
at rates of interest or discount approved by the Farm Credit Administration.” 

(c) Section 202 (c) of the Federal Farm Loan Act, as amended, is amended 

by changing the word “three” to the word “seven”, 

(d) Section 204 (a) of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 

“Sec. 204. (a) Loans and discounts by any Federal intermediate credit bank 
shall bear such rates of interest or discount as the board of directors of the bank 
shall from time to time determine with the approval of the Farm Credit Adminis- 
tration, but the rates charged financing institutions other than production credit 
associations shall be the same as those charged production credit associations.” 

(e) Section 204 (b) of the Federal Farm Loan Act is hereby repealed, 

(f) Section 13 of the Federal Farm Loan Act, as amended, is hereby amended 
by inserting in paragraph “Seventeenth”, after the words “Federal land banks”, 
a comma and the words “to Federal intermediate credit banks, or to banks for 
cooperatives organized under the Farm Credit Act of 1933, as amended,”. 

Sec. 105. (a) Section 2 of the Farm Credit Act of 1933, as amended, is amended 
to read as follows: 

“Sec. 2. The Governor of the Farm Credit Administration, hereinafter in 
this Act referred to as the ‘Governor’, is authorized and directed to organize and 
charter twelve banks to be khown as ‘banks for cooperatives’. One such bank 
shall be established in each city in which there is located a Federal land bank. 
The members of the several farm credit boards of the farm credit districts pro- 
vided for in section 5 of the Farm Credit Act of 1937, as amended, shall be ex 
officio the directors of the respective banks for cooperatives. Such directors 
shall have power, subject to the approval of the Governor, to employ and fix 
the compensation of such officers and employees of such banks as may be neces- 
sary to carry out the powers and duties conferred upon such banks under this 
Act.” 

(b) Section 3 of the Farm Credit Act of 1933 is amended by striking from 
the first sentence the words “the production credit corporations and” and by 
striking from the second sentence the words “corporations and”. 

(c) Section 4 of the Farm Credit Act of 1933 is hereby repealed. 

(d) Section 5 of the Farm Credit Act of 1933, as amended, is amended (1) by 
changing “$120,000,000” in subsection (a) thereof to “$60,006,000”; (2) by strik- 
ing from subsection (b) thereof the words “the production credit corporations 
and”; (3) by changing “$40,000,000” in subsection (e) thereof to “$100,000,000” ; 
and (4) by striking from subsection (e) thereof the words “and/or paid-in 
surplus”. 

(e) Section 6 of the Farm Credit Act of 1933, as amended, is amended to read 
as follows: 


“INVESTMENT BY GOVERNOR IN STOCK OF PRODUCTION CREDIT ASSOCIATIONS 


“Seo. 6. The Governor may purchase class A stock of any production credit 
association in such amounts as he determines are required to meet the credit 
needs of farmers in the area served by such association. Payments for such 
stock purchased by the Governor shall be made out of the revolving fund author- 
ized by section 5 (a) of this Act and such stock shall be held by him on behalf 
of the United States. The Governor may at any time require any production 
credit association to retire and cancel any class A stock held by him in such 
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association if, in his judgment, the association has resources available therefor, 
and the proceeds of such stock retirements shall be paid into such revolving 
fund.” 

(f) Section 20 of the Farm Credit Act of 1933 is amended by changing the 
fourth sentence to read as follows: “Such articles shall be signed by the indi- 
viduals uniting to form the association and a copy thereof shall be furnished 
to the Governor.” 

(g) Section 21 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “production credit corporations” 
and substituting in lieu thereof the words “the Governor’; and (2) by deleting 
the last sentence thereof. 

(h) Section 22 of the Farm Credit Act of 1933, as amended, is amended by 
striking out the words “production credit corporation”, wherever they appear 
therein, and substituting in lieu thereof “Federal intermediate credit bank”. 

(i) Section 23 of the Farm Credit Act of 1933, as amended, is amended (1) 
by changing the first sentence to read as follows: “Each production credit asso- 
ciation shall, under such rules and regulations as may be prescribed by the 
farm credit board of the district with the approval of the Farm Credit Adminis- 
tration, invest its funds and make loans to farmers for general agricultural pur- 
poses and other requirements of the borrowers’; (2) by deleting the second 
sentence; (3) by striking from the third sentence the word “corporation” and 
inserting in lieu thereof the words “Federal intermediate credit bank”; and (4) 
by changing the period at the end of next to the last sentence to a colon and add- 
ing the following: “Provided, That an association may, under rules and regu ations 
issued by the Farm Credit Administration, make loans to any class B stockholder 
secured by warehouse receipts covering agricultural commodities stored in 
bonded warehouses without the purchase of additional class B stock.” 

(j) Section 34 of the Farm Credit Act of 1933, as amended, is hereby amended 
by adding before the semicolon at the end of ‘“(b)” the words “or to Federal 
land banks or Federal intermediate credit banks”’. 

(k) Section 41 of the Farm Credit Act of 1933, as amended, is hereby amended 
by adding before the semicolon at the end of “(b)” the words “or to Federal land 
banks or Federal intermediate credit banks”. 

(1) Section 60 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “the production credit corpora- 
tions,”; (2) by striking from the second sentence the words “association, or 
corporation” and substituting in lieu thereof the words “or association”; and (3) 
by striking from the third sentence the words “production credit corporation 
or”, “or corporation”, and “corporation or’, wherever they appear therein. 

(m) Section 61 of the Farm Credit Act of 1933 is amended (1) by striking 
from the first sentence the words “production credit corporation,”; and (2) 
by striking from the second and third sentences the words “association, or cor- 
poration”, wherever they appear therein, and substituting in lieu thereof the 
words “or association”. 

(n) Section 62 of the Farm Credit Act of 1933, as amended, is amended by 
striking out the words “production credit corporations,”. 

(0) Section 63 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “the production credit corpora- 
tions,”; (2) by striking from the first and second sentences the words “asso- 
ciations, or corporations” and “associations, and corporations,” and substituting 
in lieu thereof the words “or associations” and “and associations,”, respectively; 
and (3) by changing the last sentence to read as follows: “The exemption pro- 
vided herein shall not apply with respect to any production credit association 
or its property or income after the class A stock held in it by the Governor 
has been retired, or with respect to any bank for cooperatives or its property 
or income after the stock held in it by the United States has been retired.” 

(p) Section 65 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking out the words “production credit corporation,” ; and (2) by striking 
out the words “association or corporation”, wherever they appear therein, and 
substituting in lieu thereof the words “or association”. 

(q) Section 86a of the Farm Credit Act of 1933 is hereby repealed. 

Sec. 106. (a) Section 5 of the Farm Credit Act of 1937, as amended, is amended 
(1) by striking from subsection (d) (2) (B) the words “production credit 
corporation of the district” and substituting in lieu thereof the words “Governor 
of the Farm Credit Administration”; and (2) by striking from subsection (h) 
the words “production credit corporation,”. 
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(b) Section 6 of the Farm Credit Act of 1937 is amended (1) by striking from 
the first sentence of subsection (a) the words “production credit corporation,” ; 
(2) by striking from the third sentence of subsection (a) the word “three”; (3) 
by striking from the first sentence of subsection (b) the words “the bank for 
cooperatives, and the production credit corporation” and substituting in lieu 
thereof the words “and the bank for cooperatives”; and (4) by striking from 
the last sentence of subsection (b) the words “production credit corporation,”. 

Sec. 107. (a) Section 8 of the Farm Credit Act of 1953 is amended by striking 
out the words “production credit corporation”, wherever they appear therein, 
and substituting in lieu thereof the words “Federal intermediate credit bank”. 

(b) Subsection (a) of section 16 of the Farm Credit Act of 1953 is amended 
to read as follows: 

“(a) Any other provisions of law to the contrary notwithstanding, after the 
effective date of this Act any production credit association may, with the ap- 
proval of the Farm Credit Administration, issue nonvoting preferred stock, 
to be known as class C stock, which may be purchased and held by the Governor 
of the Farm Credit Administration and by investors: Provided, That the issuance 
of such stock shall be authorized by vote of not less than two-thirds of the out- 
standing shares of class A stock of the association (other than shares held by 
the Governor of the Farm Credit Administration) by the holders thereof in 
person or by proxy and by vote of not less than two-thirds of the outstanding 
shares of class B stock of the association by the holders thereof in person or 
by proxy; and for this purpose holders of class A stock (other than the Governor 
of the Farm Credit Administration) and holders of class B stock shall be 
entitled to one vote for each share of stock held by them. Payments for such 
stock purchased by the Governor shall be made out of the revolving fund created 
by section 5 (a) of the Farm Credit Act of 1933, as amended, and the proceeds 
from the retirement of any such stock shall be paid into such revolving fund.” 

Src. 108. Section 601 of the Department of Agriculture Organic Act of 1944, 
as amended, is hereby amended (1) by striking from subsection (a) the words 
“production credit corporations,”, wherever they appear therein, and the word 
“corporations,” ; (2) by striking from subsection (b) the words “the Federal 
intermediate credit banks, and the production credit corporations” and sub- 
stituting in lieu thereof the words “and the Federal intermediate credit banks” ; 
and (3) by striking from subsections (b) and (c) the words “and corporation”, 
“and corporations”, and “corporation,’, wherever they appear therein. 

Sec. 109. Sections 658 and 1014 of title 18, United States Code, are hereby 
amended by striking from each such section the words “or in which a production 
credit corporation holds stock”, 


TITLE II—MISCELLANEOUS PROVISIONS 


Sec. 201. (a) The Government Corporation Control Act, as amended, is amended 
(1) by striking from section 101 the words “Federal Intermediate Credit Banks ; 
Production Credit Corporations ;”; (2) by inserting in section 201 immediately 
following “(3)” the words “Federal Intermediate Credit Banks, (4)”; (3) by 
changing “(4)” in section 201 to “(5)”; and (4) by striking from sections 302 
and 303 the words “production credit corporations,”. 

(b) After the effective date of this Act, the Federal intermediate credit banks 
may utilize their funds for administrative expenses without regard to the limita- 
tions contained in any other Act of Congress governing the expenditure of ap- 
propriated funds. 

(c) Paragraph Seventh of section 5136 of the Revised Statutes as amended, 
is amended (1) by inserting in next to the last sentence immediately before the 
words “Federal Home Loan Banks”, the words “thirteen banks for coopera- 
tives or any of them or the”; and (2) by changing the last sentence to read as 
follows: “The limitations and restrictions herein contained as to dealing in 
and underwriting investment securities shall not apply to obligations issued by 
the International Bank for Reconstruction and Development which are at the 
time eligible for purchase by a national bank for its own account : Provided, That 
no association shall hold obligations issued by said bank as a result of under- 
writing, dealing, or purchasing for its own account (and for this purpose obliga- 
tions as to which it is under commitment shall be deemed to be held by it) in a 
total amount exceeding at any one time 10 per centum of its capital stock ac- 


ot paid in and unimpaired and 10 per centum of its unimpaired surplus 
n cr 
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Sec. 202. (a) This Act shall become effective on January 1 next following 
its enactment. 

(b) For purposes of applying the amendment in section 103 of this Act, 
that part of the fiscal year 1957 preceding the effective date of this Act shall 
be deemed to be a separate fiscal year. 

Sec. 208. (a) If any provision of this Act, or the application thereof to any 
person or circumstance, is held invalid, the remainder of the Act, and the ap- 
plication of such provisions to other persons or circumstances, shall not be 
affected thereby. 

(b) The right to alter, amend, or repeal this Act is hereby expressly reserved. 


[H. R. 10315, 84th Cong., 2d sess. ] 


A BILL To merge production credit corporations in Federal intermediate credit banks; to 
provide for retirement of Government capital in Federal intermediate credit banks; to 
provide for supervision of production credit associations ; and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Farm 
Credit Act of 1956.” 


DECLARATION OF POLICY 


Sec. 2. It is declared to be the policy of the Congress to continue to provide 
agriculture with a sound, dependable, and effective source of credit; to promote 
the efficiency of the farm credit system by merging production credit corporations 
in Federal intermediate credit banks and to facilitate farmer ownership of the 
merged banks and retirement of Government capital therein; to encourage and 
promote the continued growth and the development of the production credit 
associations as self-supporting cooperative lending institutions operating on a 
sound credit basis with maximum local authority to determine credit needs and 
loan policies consistent with the maintenance of a national production credit 
System; and to continue to provide other financing institutions making loans to 
farmers and ranchers with the right to borrow from and rediscount with such 
merged banks on a basis comparable with the production credit associations 
regardless of the ownership of such banks. The provisions of this Act shall be 
construed in keeping with this declaration of policy. 


TITLE I—PRODUCTION CREDIT SYSTEM 


Sec. 101. Mercer or Propuctrion Crepit CORPORATIONS IN FEDERAL INTERMEDIATE 
Crepir BANKS—(a) TRANSFER Or Assets.—The production credit corporation in 
each farm credit district is hereby merged in the Federal intermediate credit bank 
of the district and all assets, funds, contracts, property, and records belonging 
to such corporation, except stock in production credit associations, are hereby 
transferred to and vested in such bank. All obligations and liabilities of the 
production credit corporation shall be assumed by the Federal intermediate credit 
bank of the district. Stock held by each production credit corporation in produc- 
tion credit associations is transferred to the Governor of the Farm Credit 
Administration to be held by him on behalf of the United States, and the Governor 
shall cancel an equal par amount of stock of the corporation. 

(b) SERVICES TO AND SUPERVISION OF PRopUCTION CREDIT ASSOCIATIONS.—In 
order to carry out the declared policy of this Act with respect to the production 
credit associations, the Farm Credit Administration shall, by appropriate pro- 
visions in the charter and bylaws, or otherwise, provide for such organization and 
assignment of functions within the Federal intermediate credit banks as will as- 
sure proper supervision of and assistance to the production credit associations 
in a manner which will enable them to make sound credit available to farmers 
and ranchers. The income derived from the surplus transferred from the produc- 
tion credit corporation to the Federal intermediate credit bank of the district 
shall be used to pay expenses of the bank in providing such supervision and 
assistance, and expenses in excess of such income may be paid out of other 
resources of the bank. 

(c) OFrriceER AND EmpPLoyees.—Nothwithstanding any other provision of law, 
the employment of the officers and employees of each Federal intermediate credit 
bank and each production credit corporation is terminated on the effective date 
of this Act and the board of directors of the Federal intermediate eredit bank 
shall, not later than sixty days prior to the effective date of this Act, take all 
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necessary action to reemploy as of such effective date such of the officers and 
employees so terminated in such capacities as the board determines they are 
qualified and needed to carry out the functions, powers, and duties of the Federal 
intermediate credit bank. Such reemployment shall be subject to the approval 
of the Farm Credit Administration. 

Sec. 102. Section 205 of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 
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“CAPITAL STOCK 


“Sec. 205. (a) CLASSES oF STocK; OWNERSHIP; DIVIDENDS; AND RETIREMENT 
oF Stock.—Each Federal intermediate credit bank is authorized to issue class A 
and class B stock as follows: 

“(1) Class A stock shall have a par value of $100 per share and shall be issued 
to and held by the Governor of the Farm Credit Administration on behalf of the 
United States. Stock of all Federal intermediate credit banks held by the Secre- 
tary of the Treasury shall be transferred to the Governor and may be reallocated 
by him in such manner as he determines necessary to meet the needs of the 
respective banks. The Governor shall then exchange such stock of each bank 
for an equal par amount of class A stock of the bank. Stock of each production 
credit corporation held by the Governor (less the amount canceled pursuant 
to section 101 of the Farm Credit Act of 1956) shall be exchanged for an equal 
par amount of class A stock of the Federal intermediate credit bank in which 
such corporation is merged pursuant to section 101 of such Act. No dividends 
shall be paid on class A stock. Annually at the end of its fiscal year each such 
bank shall determine the amount of its class A stock which shall be retired. 
Whenever the total of the capital stock, participation certificates, surplus, and 
reserves of the bank is more than one-sixth of the highest month-end balance 
of debentures and other obligations issued by or for the bank, outstanding during 
the immediately preceding five years, the minimum amount of class A stock to 
be retired shall be the total amount of class B stock and participation certificates 
issued for that year. All class A stock shall be retired at par. The proceeds of 
such class A stock retirements of each bank shall be paid into the Treasury as 
miscellaneous receipts until there is so paid a sum equal to the amount of class A 
stock of the bank issued in exchange for stock of the production credit corpora- 
tion. The proceeds of any further such stock retirements shall be paid into the 
revolving fund established by section 5 (e) of the Farm Credit Act of 1933, as 
amended. The Governor of the Farm Credit Administration is authorized to 
purchase from time to time class A stock in any bank in such amount as he 
determines is needed to meet the credit needs of the bank and such revolving 
fund shall continue to be available for such purchases as provided in said sec- 
tion 5 (e). The Governor may at any time require the bank to retire such class 
A stock if, in his judgment, the bank has resources available therefor, and the 
proceeds of such retirements shall be returned to such revolving fund. 

“(2) Class B stock shall have a par value of $5 per share and may be issued 
only to production credit associations in series and amounts approved by the 
Farm Credit Administration. Such stock shall be issued only at par and may 
be transferred to another production credit association with the approval of the 
issuing bank. Whenever a bank has no class A stock outstanding it may pay 
like dividends on class B stock and participation certificates in an amount not 
to exceed 5 per centum in any year if declared by the board of directors. Divi- 
dends on class B stock and participation certificates shall not be cumulative. 
Within sixty days after the effective date of the Farm Credit Act of 1956, the 
production credit associations shall subscribe to class B stock in the banks in 
an aggregate amount equal to 15 per centum of the total amount of class A stock 
in all banks. Such required amount of subscriptions shall be allotted among the 
several districts in the proportion that the average amount of the bank’s loans 
to and discounts for the production eredit associations of the district, outstand- 
ing during the immediately preceding five fiscal years, is of the average of such 
loans and discounts of all banks outstanding during such five-year period. The 
amount so allotted to each district shall be further allotted to each production 
credit association on the basis of the proportion that its average indebtedness 
(loans and discounts) to the bank during the immediately preceding five fiscal 
years is of the average of such indebtedness of all production credit associations 
to the bank during such five-year period. Each production credit association 
shall subscribe to class B stock in the bank of the district in the amount so 
allotted to it. One-third of the purchase price of such stock subscription shall 
be paid at the time of such subscription, one-third shall be paid within one year 
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after the effective date of said Act, and the balance shall be paid within two 
years after such effective date. Such class B stock shall be issued as payments 
therefor are made. Any production credit association chartered after the effec- 
tive date of the Farm Credit Act of 1956 shall thereupon purchase class B stock 
in the bank in the amount of $5,000, and such amount shall be adjusted at the 
end of five years thereafter to an amount determined by applying to its average 
indebtedness to the bank during such five-year period the same percentage as the 
percentage which the initial subscriptions of other production credit associations 
was of their indebtedness, as provided in this subsection: Provided, That this 
provision shall not apply to any association owning stock in the bank in such 
required amount as a result of merger, consolidation, or reorganization of one or 
more associations. After all class A steek has been retired, the bank may retire 
class B stock at par and participation certificates at face amount under policies 
established by the Farm Credit Administration. Class B stock and participation 
certificates shall be retired without preference and in such manner that the 
oldest outstanding stock or certificates at any given time will be retired first. 
In case of liquidation or dissolution of any production credit association or other 
financing institution, the stock or participation certificates of the bank owned by 
such association or institution may be retired by the bank at the fair book value 
thereof, not exceeding par or face amount, as the case may be. 

“(b) LIEN ON StTocK AND PARTICIPATION CERTIFICATES.—Each Federal inter- 
mediate credit bank shall have a first lien on all stock in the bank owned by each 
production credit association and on all participation certificates owned by other 
financing institutions as additional collateral for any indebtedness of the holders 
thereof to the bank: Provided, That the bank shall make no loan or advance on 
the security of its own stock or participation certificates. In any case where the 
debt of a production credit association or other financing institution is in default, 
the bank may retire and cancel all or a part of the stock of the bank held by the 
association or of the participation certificates held by the other financing institu- 
tion at the fair book value thereof, not exceeding par or face amount, as the 
case may be, in total or partial liquidation of the debt.” 

Sec. 108. Section 206 of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows: 


“APPLICATION OF EARNINGS 


“Seo. 206. (a) ANNUAL APPLICATION.—At the end of its fiscal year, each Federal 
intermediate credit bank shall determine the amount of its net earnings after 
paying or providing for all operating expenses (including reasonable valuation 
reserves and losses in excess of any such applicable reserves) and shall apply 
such net earnings as follows: (1) To the restoration of the amount of the im- 
pairment, if any, of capital stock and participation certificates, as determined 
by its board of directors; (2) to the restoration of the amount of the impairment, 
if any, of the surplus account established by this subsection, as determined by its 
board of directors; (3) 25 per centum of any remaining earnings shall be used 
to create and maintain a reserve account equal to 25 per centum of the outstand- 
ing capital stock and participation certificates of the bank; (4) if said bank shall 
have outstanding capital stock held by the United States during the whole or 
any part of its fiscal year, it shall next pay to the United States as a franchise 
tax, a sum equal to 25 per centum of its earnings then remaining, not exceeding, 
however, a rate of return on such Government capital calculated at a rate equal 
to the computed average annual rate of interest on all public issues of public debt 
obligations of the United States issued during the fiscal year of the United 
States Treasury ending next before such tax is due, as certified to the Farm 
Credit Administration by the Secretary of the Treasury; (5) dividends on class 
B stock and participation certificates may be declared as provided in section 205 
(a) of this Act; and (6) any remaining net earnings shall be distributed as 
patronage refunds as provided in subsection (b) of this section. Notwithstand- 
ing the provisions of item (3) of this subsection, if at the end of any fiscal year 
the sum of the surplus and the reserve account of any bank is less than its out- 
standing capital stock and participation certificates, the bank shall continue to 
apply such 25 per centum of its net earnings to the reserve account until the sum 
of the surplus and the reserve account is equal to its outstanding capital stock 
and participation certificates. Each bank shall, on the effective date of the Farm 
Credit Act of 1956, establish a surplus account consisting of its earned surplus 
account, in reserve for contingencies, and the surplus of the production credit 
corporation transferred to the bank, No part of such surplus of any bank shall 








18 FARM CREDIT 


be distributed as patronage refunds. In the event of a net loss in any fiscal year 
after providing for all operating expenses (including reasonable valuation re- 
serves and losses in excess of any such applicable reserves), such loss shall be 
absorbed by: First, charges to the reserve account; second, charges to surplus 
other than that transferred from the production credit corporation of the district ; 
third, charges to surplus transferred from the production credit corporation of 
the distict ; fourth, the impairment of class B stock and participation certificates ; 
and fifth, the impairment of class A stock. 

“(b) PATRONAGE REFUNDS.—Whenever at the end of its fiscal year a Federal 
intermediate credit bank has class A stock outstanding, patronage refunds de- 
clared for that year shall be paid in class B stock to production eredit associa- 
tions and in participation certificates to other financing institutions borrowing 
from or rediscounting with the bank during the fiscal year for which such re- 
funds are declared. The recipients of such patronage refunds shall not be sub- 
ject to Federal income taxes thereon. Whenever at the end of its fiscal year a 
Federal intermediate credit bank has no class A stock outstanding, patronage 
refunds declared for that year may be paid in such class B stock and participa- 
tion certificates or in cash as determined by the bank. All patronage refunds 
shall be paid in the proportion that the amount of interest earned by the bank 
on its loans to and discounts for each production credit association or other 
financing institution bears to the total interest earned by the bank on all such 
loans and discounts outstanding during the fiscal year. Each participation cer- 
tificate issued in payment of patronage refunds shall be in multiples of $5 and 
shall state on its face the rights, privileges, and conditions applicable thereto. 
Patronage refunds shall not be paid to any other Federal intermediate credit 
bank, or to any Federal land bank or bank for cooperatives. 

“(c) DISTRIBUTION OF ASSETS ON LIQUIDATION OR DiIssoLUTION.—In the case 
of liquidation or dissolution of any Federal intermediate credit bank, after the 
payment or retirement as the case may be, first, of all liabilities; second, of all 
class A stock at par; third, of all class B stock at par and all participation certifi- 
eates at face amount; any surplus established pursuant to subsection (a) of 
this section shall be paid to the holders of class A and class B stock pro rata, 
and any remaining assets shall be distributed to the holders of class B stock and 
the holders of participation certificates pro rata.” 

Sec. 104. (a) Section 201 (b) of the Federal Farm Loan Act, as amended, 
is hereby amended by adding at the end thereof the following sentence: “The 
directors shall have power, subject to the approval of the Farm Credit Admin- 
istration, to adopt such bylaws as may be necessary for the conduct of the busi- 
ness of the banks.” 

(b) Section 202 (a) of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows: 

“Sec. 202. (a) the Federal intermediate credit banks, when chartered and 
established, shall have power, subject solely to the restrictions, limitations, and 
conditions contained in this Act or as may be prescribed by the Farm Credit 
Administration not inconsistent with the provisions of this Act— 

(1) to discount for, or purchase from, any production credit association 
organized under the Farm Credit Act of 1933, as amended, with its endorse- 
ment, any note, draft, or other such obligation presented by such association ; 
and to make loans and advances to any such association secured by such 
collateral as may be approved by the Governor of the Farm Credit Adminis- 
tration ; 

““(2) to discount for, or purchase from, any national bank, State bank, 
trust company, agricultural credit corporation, incorporated livestock loan 
company, savings institution, credit union, and any association of agricul- 
tural producers engaged in the making of loans to farmers and ranchers, 
with its endorsement, any note, draft, or other such obligation the proceeds 
of which have been advanced or used in the first instance for any agricul- 
tural purpose, including the breeding, raising, fattening, or marketing of 
livestock ; and to make loans and advances to any such financing institution 
secured by such collateral as may be approved by the Governor of the Farm 
Credit Administration: Provided, That no such loan or advance shall be 
made upon the security of collateral other than notes or other such obliga- 
tions of farmers and ranchers eligible for discount or purchase under the 
provisions of this section, unless such loan or advance is made to enable the 
financing institution to make or carry loans for any agricultural purpose : and 

“(3) to make loans and discount paper for any other Federal intermediate 
eredit bank, any Federal land.bank, or any bank for cooperatives organized 
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under the Farm Credit Act of 1933, as amended, all upon terms and at rates 
of interest or discount approved by the Farm Credit Administration.” 

(c) Section 202 (c) of the Federal Farm Loan Act, as amended, is amended by 
changing the word “three” to the word “seven”’. 

(d) Section 204 (a) of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 

“Sec. 204. (a) Loans and discounts by any Federal intermediate credit bank 
shall bear such rates of interest or discount as the board of directors of the bank 
shall from time to time determine with the approval of the Farm Credit Admin- 
istration, but the rates charged financing institutions other than production credit 
associations shall be the same as those charged production credit associations.” 

(e) Section 204 (b) of the Federal Farm Loan Act is hereby repealed. 

(f) Section 13 of the Federal Farm Loan Act, as amended, is hereby amended 
by inserting in paragraph “Seventeenth”, after the words “Federal land banks”, 
a comma and the words “to Federal intermediate credit banks, or to banks for 
cooperatives organized under the Farm Credit Act of 1933, as amended,”. 

Sec. 105. (a) Section 2 of the Farm Credit Act of 1933, as amended, is amend- 
ed to read as follows: 

“Seo. 2. The Governor of the Farm Credit Administration, hereinafter in this 
Act referred to as the ‘Governor’, is authorized and directed to organize and 
charter twelve banks to be known as ‘banks for cooperatives’. One such bank 
shall be established in each city in which there is located a Federal land bank. 
The members of the several farm credit boards of the farm credit districts pro- 
vided for in section 5 of the Farm Credit Act of 1937, as amended, shall be ex 
officio the directors of the respective banks for cooperatives. Such directors 
shall have power, subject to the approval of the Governor, to employ and fix the 
compensation of such officers and employees of such banks as may be necessary 
to carry out the powers and duties conferred wpon such banks under this Act.’ 

(b) Section 3 of the Farm Credit Act of 1933 is amended by striking from the 
first sentence the words “the production credit corporations and” and by striking 
from the second sentence the words “corporations and”’. 

(c) Section 4 of the Farm Credit Act of 1933 is hereby repealed. 

(d) Section 5 of the Farm Credit Act of 1933, as amended, is amended (1) by 
changing “$120,000,000” in subsection (a) thereof to “$60,000,000” ; (2) by strik- 
ing from subsection (b) thereof the words “the production credit corporations 
and”; (3) by changing “$40,000,000” in subsection (e) thereof to “$100,000,000” ; 
and (4) by striking from subsection (e) thereof the words “and/or paid-in 
surplus”. 

(e) Section 6 of the Farm Credit Act of 1933, as amended, is amended to read 
as follows: 


“INVESTMENT BY GOVERNOR IN STOCK OF PRODUCTION CREDIT ASSOCIATIONS 


“Src. 6. The Governor may purchase class A stock of any production credit 
association in such amounts as he determines are required to meet the credit 
needs of farmers in the area served by such association. Payments for such 
stock purchased by the Governor shall be made out of the revolving fund au- 
thorized by section 5 (a) of this Act and such stock shall be held by him on be- 
half of the United States. The Governor may at any time require any production 
credit association to retire and cancel any class A stock held by him in such 
association if, in his judgment, the association has resources available therefor, 
and the proceeds of such stock retirements shall be paid into such revolving 
fund.” 

(f) Section 20 of the Farm Credit Act of 1933 is amended by changing the 
fourth sentence to read as follows: .“Such articles shall be signed by the in- 
dividuals uniting to form the association and a copy thereof shall be furnished 
to the Governor.” 

(g) Section 21 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “production credit corporations” 
and substituting in lieu thereof the words “the Governor”; and (2) by deleting 
the last sentence thereof. 

(h) Section 22 of the Farm Credit Act of 1933, as amended, is amended by 
striking out the words “production credit corporation”, wherever they appear 
therein, and substituting in lieu thereof “Federal intermediate credit bank”. 

(i) Section 23 of the Farm Credit Act of 1933, as amended, is amended (1) 
by changing the first sentence to read as follows: “Each production credit as- 
sociation shall, under such rules and regulations as may be prescribed by the 
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farm credit board of the district with the approval of the Farm Credit Admin- 
istration, invest its funds and make loans to farmers for general agricultural 
purposes and other requirements of the borrowers”; (2) by deleting the second 
sentence; (3) by striking from the third sentence the word “corporation” and 
inserting in lieu thereof the words “Federal intermediate credit bank”; and 
(4) by changing the period at the end of next to the last sentence to a colon 
and adding the following: “Provided, That an association may, under rules 
and regulations issued by the Farm Credit Administration, make loans to any 
class B stockholder secured by warehouse receipts covering agricultural com- 
modities stored in bonded warehouses without the purchase of additional class 
B stock.” 

(j) Section 34 of the Farm Credit Act of 1933, as amended, is hereby amended 
by adding before the semicolon at the end of “(b)” the words “or to Federal 
land banks or Federal intermediate credit banks”, 

(k) Section 41 of the Farm Credit Act of 1933, as amended, is hereby amended 
by adding before the semicolon at the end of “(b)” the words “or to Federal 
land banks or Federal intermediate credit banks”. 

(1) Section 60 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “the production credit corpora- 
tions,”; (2) by striking from the second sentence the words “association, or 
corporation” and substituting in lieu thereof the words “or association”; and 
(3) by striking from the third sentence the words “production eredit corpora- 
tion or”, “or corporation”, and “corporation or”, wherever they appear therein. 

(m) Section 61 of the Farm Credit Act of 1933 is amended (1) by striking 
from the first sentence the words “production credit corporation,”; and (2) 
by striking from the second and third sentences the words “association, or cor- 
poration”, wherever they appear therein, and substituting in lieu thereof the 
words “or association”. 

(n) Section 62 of the Farm Credit Act of 1933, as amended, is amended by 
striking out the words “production credit corporations,”. 

(o) Section 63 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “the production credit corporations,” ; 
(2) by striking from the first and second sentences the words “associations, or 
corporations” and “associations, and corporations,’ and substituting in lieu 
thereof the words “or associations” and “and associations,”, respectively; and 
(3) by changing the last sentence to read as follows: “The exemption provided 
herein shall not apply with respect to any production credit association or its 
property or income after the class A stock held in it by the Governor has been 
retired, or with respect to any bank for cooperatives or its property or income 
after the stock held in it by the United States has been retired.” 

(p) Section 65 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking out the words “production credit corporation,” ; and (2) by striking 
out the words “association or corporation”, wherever they appear therein, and 
substituting in lieu thereof the words “or association”. 

(q) Section 86a of the Farm Credit Act of 1933 is hereby repealed. 

Sec. 106. (a) Section 5 of the Farm Credit Act of 1937, as amended, is 
amended (1) by striking from subsection (d) (2) (B) the words “production 
credit corporation of the district’ and substituting in lieu thereof the words 
“Governor of the Farm Credit Administration”; and (2) by striking from sub- 
section (h) the words “production credit corporation,”. 

(b) Section 6 of the Farm Credit Act of 1937 is amended (1) by striking 
from the first sentence of subsection (a) the words “production credit corpora- 
tion,”; (2) by striking from the third sentence of subsection (a) the word 
“three”; (3) by striking from the first sentence of subsection (b) the words 
“the bank for cooperatives, and the production credit corporation” and substi- 
tuting in lieu thereof the words “and the bank for cooperatives”; and (4) by 
striking from the last sentence of subsection (b) the words “production credit 
corporation,”. 

Sec. 107. (a) Section 8 of the Farm Credit Act of 1953 is amended by striking 
out the words “production credit corporation”, wherever they appear therein, 
and substituting in lieu thereof the words “Federal intermediate credit bank”. 

(b) Subsection (a) of section 16 of the Farm Credit Act of 1953 is amended to 
read as follows: 

“(a) Any other provisions of law to the contrary notwithstanding, after the 
effective date of this Act any production credit association may, with the approval 
of the Farm Credit Administration, issue nonvoting preferred stock, to be known 
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as class C stock, which may be purchased and held by the Governor of the Farm 
Credit Administration and by investors: Provided, That the issuance of such 
stock shall be authorized by vote of not less than two-thirds of the outstanding 
shares of class A stock of the association (other than shares held by the Governor 
of the Farm Credit Administration) by the holders thereof in person or by proxy 
and by vote of not less than two-thirds of the outstanding shares of class B stock 
of the association by the holders thereof in person or by proxy; and for this pur- 
pose holders of class A stock (other than the Governor of the Farm Credit 
Administration) and holders of class B stock shall be entitled to one vote for each 
share of stock held by them. Payments for such stock purchased by the Governor 
shall be made out of the revolving fund created by section 5 (a) of the Farm 
Credit Act of 1933, as amended, and the proceeds from the retirement of any 
such stock shall be paid into such revolving fund.” 

Sec. 108. Section 601 of the Department of Agriculture Organic Act of 1944, 
as amended, is hereby amended (1) by striking from subsection (a) the words 
“production credit corporations,”, wherever they appear therein, and the word 
“corporations,”; (2) by striking from subsection (b) the words “the Federal 
intermediate credit banks, and the production credit corporations” and substitut- 
ing in lieu thereof the words “and the Federal intermediate credit banks’; and 
(3) by striking from subsections (b) and (c) the words “and corporation”, “and 
corporations”, and “corporation,”, wherever they appear therein. 

Sec. 109. Sections 658 and 1014 of title 18, United States Code, are hereby 
amended by striking from each such section the words “or in which a production 
credit corporation holds stock”. 


TITLE II—MISCELLANEOUS PROVISIONS 


Sec. 201. (a) The Government Corporation Control Act, as amended, is 
amended (1) by striking from section 101 the words “Federal Intermediate 
Credit Banks; Production Credit Corporations ;”; (2) by inserting in section 201 
immediately following “(3)” the words “Federal Intermediate Credit Banks, 
(4)”; (3) by changing “(4)” in section 201 to “(5)”; and (4) by striking from 
sections 302 and 303 the words “production credit corporations,”. 

(b) After the effective date of this Act, the Federal intermediate credit banks 
may utilize their funds for administrative expenses without regard to the limita- 
tions contained in any other Act of Congress governing the expenditure of 
appropriated funds. 

(c) Paragraph Seventh of section 5136 of the Revised Statutes as amended, 
is amended (1) by inserting in next to the last sentence immediately before the 
words “Federal Home Loan Banks”, the words “thirteen banks for cooperatives 
or any of them or the”; and (2) by changing the last sentence to read as follows: 
“The limitations and restrictions herein contained as to dealing in and under- 
writing investment securities shall not apply to obligations issued by the Inter- 
national Bank for Reconstruction and Development which are at the time eligible 
for purchase by a national bank for its own account: Provided, That no associa- 
tion shall hold obligations issued by said bank as a result of underwriting, deal- 
ing, or purchasing for its own account (and for this purpose obligations as to 
which it is under commitment shall be deemed to be held by it) in a total amount 
exceeding at any one time 10 per centum of its capital stock actually paid in and 
unimpaired and 10 per centum of its unimpaired surplus fund.” 

Src. 202. (a) This Act shall become effective on January 1 next following its 
enactment. 

(b) For purposes of applying the amendment in section 108 of this Act, that 
part of the fiscal year 1957 preceding the effective date of this Act shall be deemed 
to be a separate fiscal year. 

See. 203. (a) If any provision of this Act, or the application thereof to any 
person or circumstance, is held invalid, the remainder of the Act, and the applica- 
tion of such provisions to other persons or circumstances, shall not be affected 
thereby. 

(b) The right to alter, amend, or repeal this Act is hereby expressly reserved. 
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[H. R. 10392, 84th Cong., 2d sess. ] 


A BILL To merge production credit corporations in Federal intermediate credit banks ; to 
provide for retirement of Government capital in Federal intermediate credit banks; to 
provide for supervision of production credit associations ; and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Farm Credit 
Act of 1956”. 

DECLARATION OF POLICY 


Sec. 2. It is declared to be the policy of the Congress to continue to provide agri- 
culture with a sound, dependable, and effective source of credit; to promote the 
efficiency of the Farm Credit System by merging production credit corporations 
in Federal intermediate credit banks and to facilitate farmer ownership of the 
merged banks and retirement of Government capital therein; to encourage and 
promote the continued growth and development of the production credit associa- 
tions as self-supporting cooperative lending institutions operating on a sound 
credit basis with maximum local authority to determine credit needs and loan 
policies consistent with the maintenance of a national production credit system ; 
and to continue to provide other financing institutions making loans to farmers 
and ranchers with the right to borrow from and rediscount with such merged 
banks on a basis comparable with the production credit associations regardless 
of the ownership of such banks. The provisions of this Act shall be construed in 
keeping with this declaration of policy. 


TITLE I—PRODUCTION CREDIT SYSTEM 


MERGER OF PRODUCTION CREDIT CORPORATIONS IN FEDERAL INTERMEDIATE 
CREDIT BANKS 


Sec. 101. (a) TRANSFER OF AsseTs.—The production credit corporation in each 
farm credit district is hereby merged in the Federal intermediate credit bank of 
the district and all assets, funds, contracts, property, and records belonging to 
such corporation, except stock in production credit associations, are hereby trans- 
ferred to and vested in such bank. All obligations and liabilities of the produc- 
tion credit corporation shall be assumed by the Federal intermediate credit bank 
of the district. Stock held by each production credit corporation in production 
credit associations is transferred to the Governor of the Farm Credit Admin- 
istration to be held by him on behalf of the United States, and the Governor shall 
cancel an equal par amount of stock of the corporation. 

(b) SERVICES TO AND SUPERVISION OF PRODUCTION CREDIT ASSOCIATIONS.—In 
order to carry out the declared policy of this Act with respect to the production 
eredit associations, the Farm Credit Administration shall, by appropriate pro- 
visions in the charter and bylaws, or otherwise, provide for such organization 
and assignment of functions within the Federal intermediate credit banks as will 
assure proper supervision of and assistance to the production credit associations 
in a manner which will enable them to make sound credit available to farmers 
and ranchers. The income derived from the surplus transferred from the pro- 
duction credit corporation to the Federal intermediate credit bank of the district 
shall be used to pay expenses of the bank in providing such supervision and 
assistance, and expenses in excess of such income may be paid out of other 
resources of the bank. 

(c) OFFICERS AND EmMpLoyees.—Notwithstanding any other provisions of law, 
the employment of the officers and employees of each Federal intermediate credit 
bank and each production credit corporation is terminated on the effective date 
of this Act and the board of directors of the Federal intermediate credit bank 
shall, not later than sixty days prior to the effective date of this Act, take all 
necessary action to reemploy as of such effective date such of the officers and 
employees so terminated in such capacities as the board determines they are 
qualified and needed to carry out the functions, powers, and duties of the Federal 
intermediate credit bank. Such reemployment shall be subject to the approval 
of the Farm Credit Administration. 

Sec. 102. Section 205 of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 

“CAPITAL STOCK 


“Sec. 205. (a) CLAsses or Stock; OWNERSHIP; DIVIDENDS; AND ]2ETIREMENT 
or Stock.—Fach Federal intermediate credit bank is authorized to issue class 
A and Class B stocl: as! follows : 
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“(1) Class A stock shall have a par value of $100 per share and shall be issued 
to and held by the Governor of the Farm Credit Administration on behalf of 
the United States. Stock of all Federal intermediate credit banks held by the 
Secretary of the Treasury shall be transferred to the Governor and may be re- 
allocated by him in such manner as he determines necessary to meet the needs 
of the respective banks. The Governor shall then exchange such stock of each 
bank for an equal par amount of class A stock of the bank. Stock of each pro- 
duction credit corporation held by the Governor (less the amount canceled pur- 
suant to section 101 of the Farm Credit Act of 1936) shall be exchanged for an 
equal par amount of class A stock of the Federal intermediate credit bank in 
which such corporation is merged pursuant to section 101 of such Act. No 
dividends shall be paid on class A stock. Annually at the end of its fiscal year 
each such bank shall determine the amount of its class A stock which shall be re- 
tired. Whenever the total of the capital stock, participation certificates, surplus, 
and reserves of the bank is more than one-sixth of the highest month-end balance 
of debentures and other obligations issued by or for the bank, outstanding during 
the immediately preceding five years, the minimum amount of class A stock to be 
retired shall be the total amount of class B stock and participation certificates 
issued for that year. All class A stock shall be retired at par. The proceeds of 
such class A stock retirements of each bank shall be paid into the Treasury as mis- 
cellaneous receipts until there is so paid a sum equal to the amount of class A 
stock of the bank issued in exchange for stock of the produetion credit corpora- 
tion. The proceeds of any further such stock retirements shall be paid into the 
revolving fund established by section 5 (e) of the Farm Credit Act of 1933, as 
amended. The Governor of the Farm Credit Administration is authorized to 
purchase from time to time class A stock in any bank in such amount as he de- 
termines is needed to meet the credit needs of the bank and such revolving fund 
shall continue to be available for such purchases as provided in said section 5 
(e). The Governor may at any time require the bank to retire such class A 
stock if, in his judgment, the bank has resources available therefor, and the 
proceeds of such retirements shall be returned to such revolving fund. 

““(2) Class B stock shall have a par value of $5 per share and may be issued 
only to production credit associations in series and amounts approved by the 
Farm Credit Administration. Such stock shall be issued only at par and may 
be transferred to another production credit association with the approval of the 
issuing bank. Whenever a bank has no class A stock outstanding it may pay 
like dividends on class B stock and participation certificates in an amount not 
to exceed 5 per centum in any year if declared by the board of directors. Divi- 
dends on class B stock and participation certificates shall not be cumulative. 
Within sixty days after the effective date of the Farm Credit Act of 1956, the 
production credit associations shall subscribe to class B stock in the banks in 
an aggregate amount equal to 15 per centum of the total amount of class A stock 
in all banks. Such required amount of subscriptions shall be allotted among 
the several districts in the proportion that the average amount of the bank’s 
loans to and discounts for the production credit associations of the district, out- 
standing during the immediately preceding five fiscal years, is of the average of 
such loans and discounts of all banks outstanding during such five-year period. 
The amount so allotted to each district shall be further allotted to each production 
credit association on the basis of the proportion that its average indebtedness 
(loans and discounts) to the bank during the immediately preceding five fiscal 
years is of the average of such indebtedness of all production credit associations 
to the bank during such five-year period. Pach production credit association shall 
subscribe to class B stock in the bank of the district in the amount so allotted to 
it. One-third of the purchase price of such stock subscription shall be paid at the 
time of such subscription, one-third shall be paid within one year after the effec- 
tive date of said Act, and the balance shall be paid within two years after such 
effective date. Such class B stock shall be issued as payments therefor are made. 
Any production eredit association chartered after the effective date of the Farm 
Credit Act of 1956 shall thereupon purchase class B stock in the bank in the 
amount of $5,000, and such amount shall be adjusted at the end of five years there- 
after to an amount determined by applying to its average indebtedness to the 
bank during such five-year period the same percentage as the percentage which 
the initial subscriptions of other production credit associations was of their 
indebtedness, as provided in this subsection: Provided, That this provision shall 
not apply to any association owning stock in the bank in such required amount 
as a result of merger, consolidation, or reorganization of one or more associations. 
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After all class A stock has been retired, the bank may retire class B stock at par 
and participation certificates at face amount under policies established by the 
Farm Credit Administration. Class B stock and participation certificates shall 
be retired wtihout preference and in such manner that the oldest outstanding 
stock or certificates at any given time will be retired first. In case of liquida- 
tion or dissolution of any produetion credit association or other financing insti- 
tution, the stock or participation certificates of the bank owned by such associa- 
tion or institution may be retired by the bank at the fair book value thereof, not 
exceeding par or face amount, as the case may be. 

“(b) LIEN ON StocK AND PARTICIPATION CERTIFICATES.—Each Federal inter- 
mediate credit bank shall have a first lien on all stock in the bank owned by 
each production credit association and on all participation certificates owned 
by other financing institutions as additional collateral for any indebtedness 
of the holders thereof to the bank: Provided, That the bank shall make no loan 
or advance on the security of its own stock or participation certificates. In any 
ease where the debt of a production credit association or other financing insti- 
tution is in default, the bank may retire and cancel all or a part of the stock 
of the bank held by the association or of the participation certificates held by 
the other financing institutions at the fair book value hereof, not exceeding 
par or face amount, as the case may be, in total or partial liquidation of the 
debt.” 

Sec. 103. Section*206 of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows: 


“APPLICATION OF EARNINGS 


“Seo. 206 (a) ANNUAL APPLICATION. At the end of its fiscal year, each Federal 
intermediate credit bank shall determine the amount of its net earnings after 
paying or providing for all operating expenses (including reasonable valuation 
reserves and losses in excess of any such applicable reserves) and shall apply 
such net earnings as follows: (1) To the restoration of the amount of the im- 
pairment, if any, of capital stock and participation certificates, as determined by 
its board of directors; (2) to the restoration of the amount of the impairment, 
if any, of the surplus account established by this subsection, as determined by its 
board of directors; (3) 25 per centum of any remaining earnings shall be used 
to create and maintain a reserve account equal to 25 per centum of the out- 
standing capital stock and participation certificates of the bank; (4) if said 
bank shall have outstanding eapital stock held by the United States during the 
whole or any part of its fiscal year, it shall next pay to the United States as a 
franchise tax, a sum equal to 25 per centum of its earnings then remaining, not 
exceeding, however, a rate of return on such Government capital calculated at 
a rate equal to the computed average annual rate of interest on all public issues 
of public debt obligations of the United States issued during the fiscal year 
of the United States Treasury ending next before such tax is due, as certified 
to the Farm Credit Administration by the Secretary of the Treasury; (5) divi- 
dends on class B stock and participation certificates may be declared as pro- 
vided in section 205 (a) of this Act; and (6) any remaining net earnings shall 
be distributed as patronage refunds as provided in subsection (b) of this section. 
Notwithstanding the provisions of item (3) of this subsection, if at the end of 
any fiscal year the sum of the surplus and reserve account of any bank is less 
than its outstanding capital stock and participation certificates, the bank shall 
continue to apply such 25 per centum of its net earnings to the reserve account 
until the sum of the surplus and the reserve account is equal to its outstanding 
capital stock and participation certificates. Each bank shall, on the effective 
date of the Farm Credit Act of 1956, establish a surplus account consisting of its 
earned surplus account, its reserve for contingencies, and the surplus of the 
production credit corporation transferred to the bank. No part of such sur- 
plus of any bank shall be distributed as patronage refunds. In the event of a 
net loss in any fiscal year after providing for all operating expenses (including 
reasonable valuation reserves and losses in excess of any such applicable re- 
serves), such loss shall be absorbed by: First, charges to the reserve account; 
second, charges to surplus other than that transferred from the production credit 
corporation of the district ; third, charges to surplus transferred from the pro- 
duction credit corporation of the district; fourth, the impairment of class B 
stock and participation certificates; and fifth, the impairment of class A stock. 

“(b) PATRONAGE ReruNps.—Whenever at the end of its fiscal year a Federal 
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intermediate credit bank has class A stock outstanding, patronage refunds de- 
clared for that year shall be paid in class B stock to production credit associa- 
tions and in participation certificates to other financing institutions borrowing 
from or rediscounting with the bank during the fiscal year for which such refunds 
are declared. The recipients of such patronage refunds shall not be subject to 
Federal income taxes thereon. Whenever at the end of its fiscal year a Federal 
intermediate credit bank has no class A stoek outstanding, patronage refunds 
declared for that year may be paid in such class B stock and participation 
certificates or in cash as determined by the bank. All patronage refunds shall 
be paid in the proportion that the amount of interest earned by the bank on its 
loans to and discounts for each production credit association.or other financing 
institution bears to the total interest earned by the bank on all such loans and 
discounts outstanding during the fiscal year. Each participation certificate is- 
sued in payment of patronage refunds shall be in multiples of $5 and shall state 
on its face the rights, privileges, and conditions applicable thereto. Patronage 
refunds shall not be paid to any other Federal intermediate credit bank, or to 
any Federal land bank or bank for cooperatives. 

“(¢) DIsTRIBUTION OF ASSETS ON LIQUIDATION OR DissoLuTION.—lIn the case of 
liquidation or dissolution of any Federal intermediate credit bank, after the pay- 
ment or retirement, as the case may be, first, of all liabilities; second, of all 
class A stock at par; third, of all class B stock at par and all participation cer- 
tificates at face amount; any surplus established pursuant to subsection (a) of 
this section shall be paid to the holders of class A and class B stock pro rata, 
and any remaining assets shall be distributed to the holders of class B stock and 
the holders of participation certificates pro rata.” 

Sec. 104. (a) Section 201 (b) of the Federal Farm Loan Act, as amended, is 
hereby amended by adding at the end thereof the following sentence: “The 
directors shall have power, subject to the approval of the Farm Credit Adminis- 
tration, to adopt such bylaws as may be necessary for the conduct of the business 
of the banks.” 

(b) Section 202 (a) of the Federal Farm Loan Act, as amended, is hereby 
amended to read as follows: 

“Sec. 202. (a) The Federal intermediate credit banks, when chartered and 
established, shall have power, subject solely to the restrictions, limitations, and 
conditions contained in this Act or as may be prescribed by the Farm Credit 
Administration not inconsistent with the provisions of this Act— 

“(1) to discount for, or purchase from, any production credit association 
organized under the Farm Credit Act of 1933, as amended, with its endorse- 
ment, any note, draft, or other such obligation presented by such association ; 
and to make loans and advances to any such association secured by such 
collateral as may be approved by the Governor of the Farm Credit Ad- 
ministration ; 

“(2) to discount for, or purchase from, any national bank, State bank, 
trust company, agricultural credit corporation, incorporated livestock loan 
company, savings institution, credit union, and any association of agricul- 
tural producers engaged in the making of loans to farmers and ranchers, with 
its endorsement, any note, draft, or other such obligation the proceeds of 
which have been advanced or used in the first instance for any agricultural 
purpose, including the breeding, raising, fattening, or marketing of live- 
stock; and to make loans and advances to any such financing institution 
secured by such collateral as may be approved by the Governor of the Farm 
Credit Administration: Provided, That no such loan or advance shall be 
made upon the security of collateral other than notes or other such obliga- 
tions of farmers and ranchers eligible for discount or purchase under the 
provisions of this section, uniess such loan or advance is made to enable the 
financing institution to make or carry loans for any agricultural purpose ; and 

“(3) to make loans to and discount paper for any other Federal inter- 
mediate credit bank, any Federal land bank, or any bank for cooperatives 
organized under the Farm Credit Act of 1933, as amended, all upon terms and 
at rates of interest or discount approved by the Farm Credit Administration.” 

(c) Section 202 (c) of the Federal Farm Loan Act, as amended, is amended 
by changing the word “three” to the word “seven”. 

(d) Section 204 (a) of the Federal Farm Loan Act, as amended, is amended 
to read as follows: 

“Sec. 204. (a) Loans and discounts by any Federal intermediate credit bank 
shall bear such rates of interest or discount as the board of directors of the bank 
shall from time to time determine with the approval of the Farm Credit Admin- 
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istration, but the rates charged financing institutions other than production credit 
associations shall be the same as those charged production credit associations,” 

(e) Section 204 (b) of the Federal Farm Loan Act is hereby repealed. 

(f) Section 13 of the Federal Farm Loan Act, as amended, is hereby amended 
by inserting in paragraph ‘Seventeenth’, after the words “Federal land banks”, 
a comma and the words “to Federal intermediate credit banks, or to banks for 
cooperatives oragnized under the Farm Credit Act of 1933, as amended,”. 

Sec. 105. (a) Section 2 of the Farm Credit Act of 1933, as amended, is 
amended to read as follows: 

“Sec. 2. The Governor of the Farm Credit Administration, hereinafter in this 
Act referred to as the ‘Governor’, is authorized and directed to organize and 
charter twelve banks to be known as ‘banks for cooperatives’. One such bank 
shall be established in each city in which there is located a Federal land bank. 
The members of the several farm credit boards of the farm credit districts pro- 
vided for in section 5 of the Farm Credit Act of 1937, as amended, shall be ex 
officio the directors of the respective banks for cooperatives. Such directors shall 
have power, subject to the approval of the Governor, to employ and fix the com- 
pensation of such officers and employees of such banks as may be necessary to 
carry out the powers and duties conferred upon such banks under this Act,” 

(b) Section 3 of the Farm Credit Act of 1933 is amended by striking from the 
first sentence the words “the production credit corporations and” and by striking 
from the second sentence the words “corporations and”. 

(c) Section 4 of the Farm Credit Act of 1933 is hereby repealed. 

(d) Section 5 of the Farm Credit Act of 1933, as amended, is amended (1) by 
changing “$120,000,000” in subsection (a) thereof to “$60,000,000” ; (2) by striking 
from subsection (b) thereof the words “the production credit corporations and” ; 
(3) by changing $40,000,000” in subsection (e) thereof to “$100,000,000"; and 
(4) by striking from subsection (e) thereof the words “and/or paid-in surplus”. 

(e) Section 6 of the Farm Credit Act of 1933, as amended, is amended to 
read as follows: 


“INVESTMENT BY GOVERNOR IN STOCK OF PRODUCTION OREDIT ASSOCIATIONS 


“Sec. 6. The Governor may purchase class A stock of any production eredit 
association in such amounts as he determines are required to meet the credit 
needs of farmers in the area served by such association. Payments for such stock 
purchased by the Governor shall be made out of the revolving fund authorized 
by section 5 (a) of this Act and such stock shall be held by him on behalf of 
the United States. The Governor may at any time require any production credit 
association to retire and cancel any class A stock held by him in such association 
if, in his judgment, the association has resources available therefor, and the pro- 
ceeds of such stock retirements shall be paid into such revolving fund.” 

(f) Section 20 of the Farm Credit Act of 1933 is amended by changing the 
fourth sentence to read as follows: “Such articles shall be signed by the individ- 
= uniting to form the association and a copy thereof shall be furnished to the 

overnor.” 

(g) Section 21 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “production credit corporations” 
and substituting in lieu thereof the words “the Governor”; and (2) by deleting 
the last sentence thereof. 

(h) Section 22 of the Farm Credit Act of 1933, as amended, is amended by 
striking the words “production credit corporations”, wherever they appear 
therein, and substituting in lieu thereof “Federal intermediate credit bank.” 

(i) Section 23 of the Farm Credit Act of 1933, as amended, is amended (1) by 
changing the first sentence to read as follows: “Each production credit asso- 
ciation shall, under such rules and regulations as may be prescribed by the farm 
credit board of the district, with the approval of the Farm Credit Administration, 
invest its funds and make loans to farmers for general agricultural purposes 
and other requirements of the borrowers”; (2) by deleting the second sentence : 
(3) by striking from the third sentence the word “corporation” and inserting 
in lieu thereof of the words “Federal intermediate credit bank” ; and (4) by chang- 
ing the period at the end of next to the last sentence to a colon and adding the 
following: ‘‘Provided, That an association may, under rules and regulations issued 
by the Farm Credit Administration, make loans to any class B stockholder 
secured by warehouse receipts covering agricultural commodities stored in 
bonded warehouses without the purchase of additional class B stock.” 
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(j) Section 34 of the Farm Credit Act of 1983, as amended, is hereby amended 
by adding before the semicolon at the end of “(b)” the words “or to Federal 
land banks or Federal intermediate credit banks”. 

(k) Section 60 of the Farm Credit Act of 1933, as amended, is amended (1) by 
striking from the first sentence the words “the production credit corporations,” ; 
(2) by striking from the second sentence the words “association, or corporation” 
and substituting in lieu thereof the words “or association”; and (3) by striking 
from the third sentence the words “production credit corporation or”, “or cor- 
poration”, and “corporation or’, wherever they appear therein. 

(1) Section 61 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking from the first sentence the words “production credit corporation,” ; 
and (2) by striking from the second and third sentences the words “association, 
or corporation’, wherever they appear therein, and substituting in lieu thereof 
the words “or association’’. 

(m) Section 62 of the Farm Credit Act of 1933, as amended, is amended by 
striking the words “production credit corporations,”. 

(n) Section 63 of the Farm Credit Act of 1933, as amended, is amended (1) 
by striking fromthe first sentence the words “the production credit corporation.” ; 
(2) by striking from the first and second sentences the words “associations, or 
corporations” and “associations, and corporations,” and substituting in lieu there- 
of the words “or associations” and “and associations,”, respectively ; and (3) by 
changing the last sentence to read as follows: “The exemption provided herein 
shall not apply with respect to any production credit association of its property 
or income after the class A stock held in it by the Governor has been retired, or 
with respect to any bank for cooperatives or its property or income after the stock 
held in it by the United States has been retired.” 

(0) Section 65 of the Farm Credit Act of 1933, as amended, is amended (1) by 
striking the words “production credit corporation,’; and (2) by striking the 
words “association or corporation”, wherever they appear therein, and sub- 
stituting in lieu thereof the words “or association”. 

(p) Section 86a of the Farm Credit Act of 1933 is hereby repealed. 

Sec. 106. (a) Section 5 of the Farm Credit Act of 1937, as amended, is amended 
(1) by striking from subsection (d) (2) (B) the words “production credit cor- 
poration of the district” and substituting in lieu thereof the words “Governor of 
the Farm Credit Administration”; and (2) by striking from subsection (h) the 
words “production credit corporation,”. 

(b) Section 6 of the Farm Credit Act of 1937 is amended (1) by striking from 
the first sentence of subsection (a) the words “production credit corporation,” ; 
(2) by striking from the third sentence of subsection (a) the word “three”; 
(3) by striking from the first sentence of subsection (b) the words “the bank 
for cooperatives, and the production credit corporation” and substituting in lieu 
thereof the words “and the bank for cooperatives”; and (4) by striking from the 
last sentence of subsection (b) the words “production credit corporation,”. 

Sec. 107. (a) Section 8 of the Farm Credit Act of 1953 is amended by striking 
the words “production credit corporation”, wherever they appear therein, and 
substituting in lieu thereof the words “Federal intermediate credit bank’’. 

(b) Subsection (a) of section 16 of the Farm Credit Act of 1953 is amended to 
read as follows: 

“(a) Any other provisions of law to the contrary notwithstanding, after the 
effective date of this Act any production credit association may, with the ap- 
proval of the Farm Credit Administration, issue nonvoting preferred stock, to be 
known as class C stock, which may be purchased and held by the Governor of the 
Farm Credit Administration and by investors: Provided, That the issuance of 
such stock shall be authorized by vote of not less than two-thirds of the out- 
standing shares of class A stock of the association (other than shares held by 
the Governor of the Farm Credit Administration) by the holders thereof in 
person or by proxy and by vote of not less than two-thirds of the outstanding 
shares of class B stock of the association by the holders thereof in person or 
by proxy; and for this purpose holders of class A stock (other than the Governor 
of the Farm Credit Administration) and holders of class B stock shall be entitled 
to one vote for each share of stock held by them. Payments for such stock pur- 
chased by the Governor shall be made out of the revolving fund created by 
section 5 (a) of the Farm Credit Act of 1933, as amended, and the proceeds from 
the retirement of any such stock shall be paid into such revolving fund.” 

Sro. 108. Section 601 of the Department of Agriculture Organic Act of 1944, 
as amended, is hereby amended (1) by striking from subsection (a) the words 
“production credit corporation,”, wherever they appear therein, and the word 
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“corporations.” ; (2) by striking from subsection (b) the words “the Federal 
intermediate credit banks, and the production credit corporations” and sub- 
stituting in lieu thereof the words “and the Federal intermediate credit banks” ; 
and (3) by striking from subsections (b) and (c) the words “and corpora- 
tion”, “and corporations”, and “corporation.”, wherever they appear therein. 

Sec. 109. Sections 658 and 1014 of title 18, United States Code, are hereby 
amended by striking from each such section the words “or in which a production 
credit corporation holds stock”. 


TITLE II—MISCELLANEOUS PROVISIONS 


Seo. 201. (a) The Government Corporation Control Act, as amended, is amended 
(1) by striking from section 101 the words “Federal Intermediate Credit Banks ; 
Production Credit Corporations ;”; (2) by inserting in section 201 immediately 
following “(3)” the words “Federal Intermediate Credit Banks, (4)”; (3) by 
changing “(4)” in section 201 to “(5)”; and (4) by striking from sections 302 
and 303 the words “production credit corporations,”. 

(b) After the effective date of this Act, the Federal intermediate credit banks 
may utilize their funds for administrative expenses without regard to the limi- 
tations contained in any other Act of Congress governing the expenditure of 
appropriated funds. 

(c) Paragraph Seventh of section 5136 of the Revised Statutes, as amended, 
is amended (1) by inserting in next to the last sentence immediately before the 
words “Fededal Home Loan Banks”, the words “thirteen banks for cooperatives 
or any of them or the”; and (2) by changing the last sentence to read as fol- 
lows: “The limitations and restrictions herein contained as to dealing in and 
underwriting investment securities shall not apply to obligations issued by the 
International Bank for Reconstruction and Development which are at the time 
eligible for purchase by a national bank for its own account: Provided, That no 
association shall hold obligations issued by said bank as a result of underwriting, 
dealing, or purchasing for its own account (and for this purpose obligations 
as to which it is under commitment shall be deemed to be held by it) in a total 
amount exceeding at any one time 10 per centum of its capital stock actually paid 
in and unimpaired and 10 per centum of its unimpaired surplus fund.” 

Sec. 202. (a) This Act shall become effective on January 1 next following 
its enactment. 

(b) For purposes of applying the amendment in section 103 of this Act, that 
part of the fiscal year 1957 preceding the effective date of this Act shall be 
deemed to be a separate fiscal year. 

Sec, 203. (a) If any provision of this Act, or the application thereof to any 
person or circumstance, is held invalid, the remainder of this Act, and the ap- 
plication of such provisions to other persons or circumstances, shall not be 
affected thereby. 

(b) The right to alter, amend, or repeal this Act is hereby expressly reserved. 


Mr. Poacr. And, of course, we will consider along with that, any 
modifications that anybody wants to present. I understand that one 
of our colleagues has introduced a bill that has the support of the 
Bureau of the Budget and copies have not come over yet, and another 
Member has introduced a bill that establishes some kind of local 
mutual aid society, to replace the present Farm Credit Association. 

Probably, you will want to discuss those measures as we go along. 

I think probably it would be well to start out this morning and get a 
general idea of this legislation by calling on Mr. Briggs. 


STATEMENT OF MARVIN J. BRIGGS, CHAIRMAN, FEDERAL FARM 
CREDIT BOARD 


Mr. Briees. Chairman Poage and members of the committee, my 
name is Briggs, Chairman of the Federal Farm Credit Board. Asso- 
ciated with me on the Board and present today are two of the Direc- 
tors, both nominees of Production Credit: Mr. Munger from District 
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1, Springfield; Mr. Matthews from District 10, Houston—I believe 
that is Texas, Chairman Poage. The other members of the staff will 
be introduced later. 

I think, Mr. Chairman, that we can shorten my statement if I just 
read it, because it is brief. 

Mr. Poacr. That will be fine. You may proceed. 

Mr. Brrags. It is a pleasure to appear before this committee and 
discuss the activities of the Federal Farm Credit Board in connection 
with the ee of H. R. 10285, a bill which would merge the 
production credit corporations in the Federal intermediate credit 
i and provide the legislative means for farmer ownership of these 

anks. 

All other farm credit institutions supervised by the farm credit in- 
stitutions supervised by the Farm Credit Administration are now 
either teen | farmer-owned or else existing law provides a program 
to accomplish that objective. 

I shall not attempt to explain the provisions of the bill itself. This 
will be done by Governor Tootell, who will testify later. My testi- 
mony will be limited to a discussion of the events which led to the 
development of the legislative recommendations contained in the bill. 

The Federal Farm Credit Board was established pursuant to the 
Farm Credit Act of 1953. The Board was given specific statutor 
responsibility for recommending legislation to the Congress whic 
would carry out the declared policy of that act with respect to the 
management, control, and ownership of the Federal farm credit 
system. Section 2 of that act reads as follows: 

It is declared to be the policy of the Congress to encourage and facilitate 
increased borrower participation in the management, control, and ultimate 
ownership of the permanent system of agricultural credit made available through 
institutions operating under the supervision of the Farm Credit Administra- 
tion, and the provisions of this Act shall be construed in keeping with this policy. 

The Federal Farm Credit Board hereinafter provided for shall within one year 
after appointment make recommendations to the Congress of means, supple- 
mental to these provided by this Act, of carrying into effect such declared policy, 
including, but not limited to, means of increasing borrower participation in 
ownership of the Federal Farm Credit System to the end that the investment of 
the United States in the Federal intermediate credit banks, production credit 
corporations, Central Bank for Cooperatives, and regional banks for coopera- 
tives may be retired. 

Since it took office in December 1953, the Federal Board has had 10 
regular and 8 special meetings. The major portion of the Board’s 
work to date has been concerned with the development of legislative 
recommendations to carry out its responsibility under the provisions 
of the 1953 act. 

As required by section 2 of that act, quoted above, the Board on 
December 8, 1954, transmitted to the Congress a special report setting 
forth its recommendations for legislation to accomplish the objectives 
of that act. This report was published as Senate Document No. 7 
of the 84th Congress. 

For the reasons set out in the report, the Board made no recom- 
mendations for the retirement of the Government capital in the Fed- 
eral intermediate credit banks. Instead, it recommended that the Con- 
gress delay consideration of such legislation until the Board had made 
a further study of the problem. 


76973—56——3 
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A draft bill incorporating most of the recommendations contained 
in the special report of December 8, 1954, was submitted to the Con- 
gress in February 1955, and was introduced in the House as H, R. 
5168 and in the Senate as S. 1286. 

During the hearings on the bill, the representatives of a number 
of production credit associations Lepeneel in opposition to certain 
provisions relating to the production credit corporations. 

These witnesses ee different reasons for their opposition but 
Ge, majomty of them agreed that the matter should bane further 
study. 

Before enacting H. R. 5168 as the Farm Credit Act of 1955, the 
Congress deleted from the bill provisions which would have required 
the retirement of the Government capital in the production credit 
corporations and the gradual assumption by the production credit 
associations of the cost of their supervision, The Farm Credit Ad- 
ministration was asked by the committee to give this entire problem 
further study and to make new recommendations on the subject at 
this session of the Congress. 

In the hearings on the farm credit bill last year it was indicated 
by some production credit associations that the provisions of that 
bill relating to the production credit corporations had not been 
developed in close enough cooperation with the production credit as- 
sociations who were expected to pay off the Government capital in 
the corporations. 

As soon as it became apparent that a further study of this problem 
was necessary, the Board felt that further legislative recommendations 
in this regard should be developed at the grassroots. 

Therefore, the Federal Board arranged to hold an informal hearing 
in each of the 12 farm credit districts for the purpose of obtainin 
the views and suggestions of the production credit associations | 
the other users of the credit banks. 

It was the desire of the Board to give the interested parties an 
opportunity to participate fully in the development of new legislative 
recommendations. In so doing, the Board followed much the same 
procedure which this committee has followed from time to time in 
the development of important farm legislation. These 12 district 
meetings were held last summer during the latter part of July and 
the month of August. 

The 498 production credit associations and the 90 other financing 
institutions—usually referred to as OF I’s—using the facilities of the 
intermediate credit banks were notified of these meetings and urged to 
participate in them. 

Here is something very important: At these 12 meetings, 486 of the 
production credit associations—that is 97 percent—and 63 of the OF I’s 
were represented. That would be 70 percent. I would say in passing 
that the production credit associations in most cases were represented 
by about all of their directors. That is the local PCA’s were present. 

Although the full membership of the Federal Board attended only 
1 of the meetings, each of the other meetings was attended by at least 
3 members, including 2 of the 4 appointed from nominees of production 
credit associations. 

Tn addition, the following were present: district farm credit board 
members, the district representative of the National Advisory Com- 
mittee of Production Credit Associations, the President of the Federal 
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intermediate credit bank, the President of the production credit cor- 
oration, and three members of the Washington staff of the Farm 
redit Administration. 

In order to stimulate full and free discussion, the following pro- 
cedure was followed at each meeting. One member of the Federal 
Board conducted all 12 of the meetings and discussed a number of 
questions which had been asked from time to time in regard to legisla- 
tion affecting the production credit corporations and the Federal 
intermediate credit banks. 

The Governor of the Farm Credit Administration discussed some 
important considerations involved in any legislation concerning these 
institutions, There were then presented to the group various alterna- 
tive plans which had been suggested to the Federal Board as means for 
retiring the Government capital in the credit banks and the corpora- 
tions. 

This was followed by a discussion and a question and answer period. 
That is by the PCA and all users of the system. Emphasis was placed 
on the fact that the Board was not trying to seel any particular pro- 
gram but rather wanted to find out the thinking of the people who 
use the system. 

The second day of each meeting was devoted to testimony by the 
interested groups as to what legislative recommendations the Board 
should make to the Congress. 

Following this series of meetings, a special committee of the Federal 
Board, composed of the member who conducted the 12 district meetings 
and the 4 members appointed from nominees of the production credit 
associations, on the Federal Board, met for a number of days to sum- 
marize and study the results of the meetings, because records were 
— of all meetings and proceedings of other special meetings. 

his special committee then reported to the full membership of the 
Federal Board at its regular October meeting held at Hershey, Pa. 
This meeting of the Federal Board was held in conjunction with the 
National Farm Credit Directors’ Conference, which is an annual 
meeting of the farm credit directors of all of the 12 districts. 

The ‘Federal Board discussed the results of the district meetings 
with the district directors and then adopted a tentative legislative plan 
providing for merger of the intermediate credit banks and the produc- 
tion credit corporations. 

This plan was incorporated in a draft bill which was considered 
at a special meeting of the Board held the first week in November 1955. 
The revised draft of the bill was then taken back to the country—now 
this is the second meeting—in November for a second series of meet- 
ings, one in each of the 12 farm credit districts. 

The purpose of this second series of meetings was to explain the 
provisions of the draft legislation developed by the Board and to give 
the reasons why the Board had adapted the particular plan incor- 
porated in the bill. 

These meetings were almost as well attended as the first series of 
meetings with 473 production credit associations—95 percent and 53 
OFT’s—63 percent represented. 

It was explained to the group that the bill had been developed on 
the basis of the views of the majority of those who testified at the first 
series of meetings. Those in attendance were also invited to offer sug- 
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gestions for improvement in the bill and to make any comments 
regarding the proposed legislation. 

At the conclusion of this series of meetings, the Federal Board held 
a special meeting the first part of December 1955 and agreed upon a 
final draft of the bill. This draft was then submitted to the Bureau 
of the Budget for the usual clearance. 

I have gone into considerable detail in order that this committee 
may know that the bill recommended by the Federal Board is based 
on the views of the people directly concerned. The bill provides a 
plan which by far the greater majority of the production credit asso- 
ciations want and are willing to support. 

Since these associations will have the major responsibility for re- 
tiring the Government capital in the credit banks and the corporations, 
it is proper that their views should have guided the Board in the 
development of its recommendations. We believe this was a sound 
democratic and fair approach. 

We were advised by the Bureau of the Budget on March 14, 1956, 
that the Board’s draft of the bill is a step in the direction of fulfilling 
the President’s recommendation in his farm message of January 9, 
1956, that the Federal intermediate credit banks and the production 
credit corporations be merged. The portion of the farm message in 
question reads as follows: 

The Farm Credit Administration has been reorganized to give farmers a 
greater voice in its operation. Further legislation will be proposed to combine 
the production credit corporations and the Federal intermediate credit banks. 

The Bureau of the Budget further advised, however, that the draft 
bill in its present form was not entirely in accord with the program of 
the President. 

Mr. Poaer. Do you understand that that means there will be a veto 
of this bill if we pass it ? 

Mr. Briggs. I do not, that is my opinion. 

Mr. Poace. That was my opinion yesterday or the day before. 

Mr. Briaes. I think there was more question about the other one than 
this one, Con man Poage. 

It stated that the following changes would need to be made in the 
bill to bring the Board’s proposal into accord with that program: 

1. Upon liquidation of any Federal intermediate credit bank, after 
payment of all liabilities and retirement of all stock and participation 
certificates at par (or face amount), any remaining portion of the sur- 
a and reserves of the bank existing on the effective date of the new 
egislation (that would be now) should be paid into the Treasury as 
miscellaneous receipts. (That is the Budget’s recommendation. ) 

Under the Board’s proposal, such surplus and reserves would be 
prorated among the existing stockholders of the bank. 

2. The Federal intermediate credit bank should continue, after 
merger, to be subject to the budget provisions of the Government Cor- 
pete Control Act so long as the Government owns any stock 

erein. 

Under the Board’s proposal, the banks would be taken out from 
under the budget provisions of that act but would remain under the 
audit provisions as are other “mixed-ownership Government corpora- 
tions. 
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8. The total of the two revolving funds, available for investment in 
stock of the production credit associations and the Federal intermedi- 
ate credit banks, should be held at the present level of $130 million. 

Under the Board’s proposal, the total of these revolving funds 
would be increased to $160 million out of capital presently in the 
system. 

"wow in the systems, in both banks: For reasons explained in his 
letter, a copy of which is attached, the Budget Bureau Director ad- 
vised that the Farm Credit Administration could submit for the con- 
sideration of the Congress a draft of the bill proposed by the Federal 
Board, together with a draft of the bill amended to conform with the 
President’s program as set forth in the letter. 

A copy of that letter accompanied the submission of the two drafts 
of the proposed legislation to the Congress. The two bills differ only 
in the three respects set out above. H. R. 10285 is the draft recom- 
mended by the Federal Board. 

The Federal Board finds itself in a difficult position. It does not 
wish to appear to be in opposition to the program of the President, 
yet H. R. 10285 represents the judgment of the Board as how best to 
carry out the objectives of section 2 of the Farm Credit Act of 1953. 

As indicated, the Board’s proposal has been developed in close co- 
operation with the production credit associations and the other users 
of the Federal intermediate credit banks. On the basis of the infor- 
mation obtained at the meetings held throughout the country, it is 
evident that the great majority of the production credit associations 
favor the Board’s proposal. 

The Federal Board feels that it has carried out its responsibility 
under the Farm Credit Act of 1953 by developing and presenting for 
ig consideration its recommendations which are incorporated in 

. R. 10285. 

We have also tried to make clear how the Board’s recommendations 
would need to be modified to make them accord with the program of 
the President set forth in the letter from the Director of the Bureau of 
the Budget. Whether the Board’s proposal should be so modified is 
for the Congress to decide. 

Mr. Chairman, before closing I should like to give the committee 
a brief report on operations to date under Title I of the Farm Credit 
Act of 1955 which became effective January 1 of this year. This brief 
report indicates the performance under the 1953 Act. 

itle I of that act contains provisions under which the banks for 
cooperatives will gradually retire all Government-owned stock in those 
banks. This is to be accomplished in part by cooperative borrowers 
investing a class C stock (that is the voting stock) in amounts related 
to the interest on their loans from the banks. 

The new law is applicable to all loans made after January 1, 1956, 
but not to loans made before that date except by agreement with the 
borrowers. 

We are pleased to report that about 80 percent of all of the coop- 
erative associations with loans outstanding on January 1, 1956, have 
voluntarily converted to the new basis and are purchasing class C 
stock of the banks. 

Under the law a borrowing association owning the “old stock” of a 
bank has the right to have such stock retired upon repayment of the 
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loan. However, of the $20.6 million of “old stock” of the banks owned 
by cooperative associations on January 1, 1956, 76 percent of that 
amount has now been voluntarily converted to the new class B and 
class C stock of the banks which cannot be retired until all Govern- 
ment capital in the banks has been repaid. 

The conversion to class B and class C stock was made by 80 percent 
of the 2,562 associations which held stock in the banks on January 1, 
1956. 

Under the new law, the banks are required to retire each year an 
amount of Government-owned stock equal to the amount of class C 
stock issued for that year. It is estimated that enough class C stock 
will be issued during the 18-month period, January 1, 1956, to June 30, 
1957, to enable the banks to retire between $7.5 million and $8 million 
of Government-owned stock in the banks. 

The committee will also be interested to know that under the pro- 
visions of the Farm Credit Act of 1953 the banks for cooperatives have 
paid franchise taxes as follows: 


Period Amount 
AS. monmting to Tans BO DOG A oid cite nctin dite ted dbeieeinatiineiins $1, 166, 835 
Se OOS FO TO TA i ieceirrenbie dinette ~cperneieiee tein bopoiedamntste 1, 533, 191 
ee te I cnc a oibiasscemeumeipeneoprievaennec niente 660, 510 

Wethte 3 ih ea as, Hiei dh GUSNOSG-Ohn> dS 8, 380, 536 


We will just take a look at the production credit. I asked the office 
for these figures. — 

The Government’s investment in the P. C. A. Association was origi- 
nally $90 million—that is the Government’s investment. It is now 
$2 million. The farmers have put their own capital into production 
credit associations to that extent. : 

The farmers had no money in the P. C. A.’s in 1934. They now 
hold $98,326,000 of stock in the production credit associations. And 
they have reserves in the production credit associations of more than 
$97 million. 

This performance of the stockholders of the banks of the coopera- 
tives, this performance of the farmers with PCA, undoubtedly indi- 
cates that if we give PCA the opportunity under this law that they 
will rapidly take out the Government capital in the two banks, inter- 
mediate credit bank and the Production Credit Corporation. 

Thank you. 

Propucers Live Stock CreDIt ASSOCIATION, 
Columbus, Ohio, April 18, 1956. 
Mr. M. J. Briaes, 
President, National Council of Farmer Cooperatives, 
744 Jackson Place NW., Washington, D. C. 

Dear Marvin: During the annual meeting of the National Live Stock Producers 
Association in Chicago on March 28, you conferred with officers and management 
of the national association and of its affiliated credit associations regarding pro- 
posed credit bank legislation and policies thereunder. Reports and discussions 
of this conference were made on the following day to directors of the national 
association and to the managers’ conference. 

Since the meetings in Chicago, I have given considerable thought to the reports 
and proposals made and vigorously advanced by P. O. Wilson. In fact, we have 
reviewed the reports, proposals, and recommendations with officers of our Pro- 
ducers Livestock Cooperative Association and Producers Live Stock Credit 
Association. 

Producers Livestock Cooperative Association and Producers Live Stock Credit 
Association have been users of and expect to continue to use the services of the 
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Bank for Cooperatives and the Federal Intermediate Credit Bank, respectively. 
We have, therefore, a stake in the organization, representation, and functioning 
of these divisions of the Farm Credit Administration. We have joined in the 
reorganization of the Louisville Bank for Cooperatives. 

Regarding the reorganization of the Federal Intermediate Credit Bank, we 
should,.of course, like to see the OF I’s be accorded representation and considera- 
tions as nearly equal or comparable to those accorded PCA’s as is possible. How- 
ever, we think the plan finally agreed upon and proposed by you to the producers’ 
group in Chicago may be, as we understand it, as near the desired objectives 
we seek as is possible to attain at this time. It seems obvious that no proposals 
can now be unanimously agreed upon which will fully satisfy all parties and 
assure immunity from later political implications. Such situations must be met 
as they arise by the leadership of the Farm Credit Administration and the 
authorized participants. 

It seems to us wholly unwise to lose the goodwill of the Farm Credit leader- 
ship at this time by occasioning further delays by insisting upon provisions that 
are likely not now attainable. Furthermore, our producers’ association was one 
of the first and foremost in the advocacy of your election to the positions of 
responsibility which you now occupy. We then had full confidence in you and 
your good judgment. Neither has been impaired. It would now seem to be 
manifestly unfair for us to withhold from you the cooperation you have a right 
to expect from those who were a party to the placement of Farm Credit responsi- 
bilities upon you. We believe that our interests will be best served by support- 
ing you in your present views and recommendations and asking that you keep 
the interests.of the users and administrators of the OFI’s in mind always so 
that their relationships in the Farm Credit system and the considerations afforded 
them through the Federal Intermediate Credit Bank be in all regards as nearly 
equitable and comparable with PCA’s as possible. 

Be assured of our appreciation for your thoughtful efforts and of our continu- 
ing cooperation. 

Sincerely and cordially, 
F. G. KETNER, 
Secretary-Treasurer and General Manager. 


PRODUCERS MARKETING ASSOCIATION, INC., 
Indianapolis, Ind., April 12, 1956. 
Hon. Ceci, M, Harven, 
House of Representatives, 
Washington, D. C. 

DEAR CONGRESSMAN : House bill 10285 as prepared by the Farm Credit Board 
and introduced in the House by Congressman Cooley, we believe fulfills a need 
in agriculture. 

We believe it is sound, that the users of the Farm Credit system eventually own 
it. This has been accomplished in the Federal land banks and congressional 
legislation has set up a method to make this possible in the banks for cooperatives. 

H. R. 10285 makes it possible for the same to be accomplished with the Federal 
intermediate credit banks and the production credit corporations. We believe this 
bill treats all users of these two corporations fair and equitable and warrants your 
support. Identical bills have been introduced by both Congressman Hope and 
Congressman Poage. 

May we urge you to lend your support to this bill and work for its passage. 

Yours truly, 
WittarpD B. Jones, President. 


Mr. Poacr. The Chair will ask that the questions be confined to 
questions relating to the procedure that was used in presenting these 
bills to the Congress. We will then call on Governor Tootell to dis- 
cuss the mechanics of the bill. And I think we will proceed a good 
deal more rapidly that way than if we go over everything with every 
witness. 

Are there any questions of this witness ? 

Mr. Harvey. I have in front of me three bills here, one I understand, 
H. R. 10285 does represent the Board’s proposal. Do either of the 
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other two bills, one introduced by yourself, Mr. Chairman, and Mr. 
eee represent that ? a 
r. Poagr. They are identical, and the one by Mr. McIntire—all 

identical with the one by Mr. Cooley. 

Mr. Harvey. They are all identical ? 

Mr. Poage. There is one by Mr. King that has not been printed. 
It was introduced yesterday afternoon. I understand that it repre- 
sents the view of the Bureau of the Budget. 

Mr. Harvey. Very well. 

Thank you. 

Mr. Poacr. Any further questions of Mr. Briggs? If not, we thank 
you very much, Mr. Briggs; and Governor Tootell, we will be glad to 

ear from you. 


STATEMENT OF R. B. TOOTELL, GOVERNOR, FARM CREDIT ADMIN- 
ISTRATION; ACCOMPANIED BY JOHN C. BAGWELL, GENERAL 
COUNSEL, AND HAROLD A. MILES, DEPUTY GOVERNOR AND 
DIRECTOR OF SHORT TERM CREDIT SERVICE, FARM CREDIT 
ADMINISTRATION 


Mr. Tooretu. I want to introduce some of my colleagues, Mr. Harold 
Miles who is Deputy Governor and Director of the Short Term Service, 
= General Counsel Bagwell, who is our General Counsel in Farm 

redit. 

If it meets with the approval of you and your committee, I should 
like to have filed in the record a formal statement that has been pre- 
sented to the clerk of the committee and then I would like to talk rather 
informally and to explain the provisions of this bill. 

Mr. Poags. Yes, sir; we will be glad to have you do that. 

(The prepared statement is as follows :) 


STATEMENT oF R. B. TooTe.t, GoveRNoR, FARM CREDIT ADMINISTRATION 


Mr. Chairman and gentlemen of the committee, I greatly appreciate the oppor- 
tunity to appear before you and present the views of the Farm Credit Admin- 
istration on H. R. 10285, a bill which would make important changes in the 
laws relating to farm credit institutions concerned with short- and intermediate- 
term credit for farmers and ranchers. 

The Chairman of the Federal Farm Credit Board has reviewed with you the 
development of this proposed legislation. Before discussing its provisions, I 
would like to present some background information about the Federal Farm 
Credit System. 

The Farm Credit Administration is an independent agency within the executive 
branch of the Government. The agency consists of the Federal Farm Credit 
Board, the Governor, and other officers and employees. The Federal Board 
consists of 13 members, 12 of whom are appointed by the President with the advice 
and consent of the Senate. The 13th member of the Board is designated by 
the Secretary of Agriculture as his representative on the board. The Farm 
Credit Administration supervises, examines, and coordinates the activities of 
the credit agencies comprising the cooperative Federal farm-credit system. The 
Governor, under the general supervision and direction of the Federal Farm 
Credit Board is responsible for the execution of the laws creating the powers, 
functions, and duties of the Farm Credit Administration. 

There are in each of the 12 farm credit districts a Federal land bank, a Federal 
intermediate credit bank, a production credit corporation, and a bank for cooper- 
atives. There is a Central Bank for Cooperatives located in the District of Colum- 
bia. Each district has a district farm-credit board which also serves as the 
board of directors of each of the four district institutions. Each district farm 
credit board consists of 7 members, 2 elected by the national farm-loan associa- 
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tions of the district, 2 by the production-credit associations of the district, 1 
by the cooperative associations which hold voting stock in the district bank for 
cooperatives, and 2 members appointed by the Governor of the Farm Credit 
Administration. 

The Federal land banks provide farmers and ranchers with long-term credit 
on farm real estate through approximately 1,100 national farm-loan associations. 
The Federal intermediate credit banks discount agricultural paper for and make 
loans to production-credit associations and other financing institutions (usually 
referred to as OFI’s) which make short- and intermediate-term loans to farmers 
and ranchers. The production credit corporations are not themselves engaged 
in making loans but supervise the production credit associations. The banks 
for cooperatives extend credit to farmers’ cooperative marketing, purchasing, and 
service cooperatives. 

The cooperative Federal farm credit system provides qualified farmers with 
credit on a sound basis adapted to their needs and at interest rates based on the 
cost of money in the market plus the cost of operating the system, including pro- 
vision for adequate reserves. Funds which are loaned by the farm-credit institu- 
ae are obtained largely from the sale of bonds and debentures to the investing 
public. 

Bach borrower from a Federal land bank is required to become a member of 
the national farm-loan association through which the loan is made. The associ- 
ation is a farmer-owned cooperative organization chartered and supervised by 
the Farm Credit Administration. The borrower subscribes to capital stock of 
the association in an amount equal to 5 percent of the face amount of his Juan 
and the association is required to purchase an equal amount of stock in the 
Federal land bank of the district. Farmer members own all the capital stock 
of each of the approximately 1,100 national farm-loan associations; and the as- 
sociations, in turn, own all of the capital stock of the Federal land banks. Thus, 
the Federal land bank system is completely farmer-owned and has been since 1947 
when the last of the Government capital was retired. 

The production-credit associations are cooperative organizations chartered by 
the Farm Credit Administration and supervised by the production credit corpora- 
tions and the Farm Credit Administration. Bach borrower from a production- 
credit association is required to own class B (voting) stock in the association in 
an amount equal to 5 percent of the amount of the loan. The amount of class A 
(nonvoting) stock of the associations originally owned by the production-credit 
corporations has been reduced from a peak of $90 million to about $2.2 million 
and 440 of the 498 associations are now entirely farmed-owned. The production- 
credit associations are, therefore, rapidly becoming wholly farmer owned. 

Under the provisions of the Farm Credit Act of 1955, enacted during the first 
session of the 84th Congress, each borrower from a bank for cooperatives is re- 
quired to purchase quarterly class C (voting) stock in the bank in an amount 
related to the quarterly interest payable on its loans (from 10 to 25 percent as 
determined by the bank with the approval of the Farm Credit Administration). 
The net earnings of the banks, after reserves, dividends on class B (investment) 
stock, and franchise taxes are provided for, are required to be distributed in 
class C-stock to borrowing cooperatives. Class A (Government-owned) stock of 
the banks is required to be retired each year in an amount equal to the amount 
of class C stock issued for that year. Over a reasonable period of years it is ex- 
pected that funds from the interest “override” and from net earnings will enable 
the banks to retire all class A stock now owned by the United States. 

You will note that these farm-credit institutions are either now wholly farmer 
owned or else they are becoming so under existing law. There remain, however, 
two farm-credit institutions—the production-credit corporations and Federal 
intermediate credit banks—which have always been and still are wholly Govern- 
ment-owned. Present law does not provide any means of converting either of 
them to farmer-owned institutions. H. R. 10285 would provide the legislative 
tools for completing the job of converting all institutions supervised by the 
Farm Credit Administration to wholly farmer-owner institutions. 

Before getting into the provisions of the bill, I should like to make a further 
ceoletating with respect to those institutions principally affected by the proposed 

n. 


FEDERAL INTERMEDIATE CREDIT BANKS 


The 12 Federal intermediate credit banks were established in 1923 to provide 
agriculture with a permanent, stable, and dependable source of short- and inter- 
mediate-term agricultural credit. They were organized to serve as banks of dis- 
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count and not as direct lending banks. They were authorized to discount agri- 
cultural paper for commercial banks and certain other types of private lending 
institutions and, later, for the production credit associations organized under the 
Farm Credit Act of 1933. In addition, the banks are authorized to make loans 
to and discount paper for the banks for cooperatives and to make certain types 
of loans direct to farmers’ cooperative associations. 

Prior to the establishment of the Federal intermediate credit banks, sea- 
sonal and short-term credit for agriculture was supplied principally by country 
banks, individual lenders, and merchants, including manufacturers and distribu- 
tors of implements, machinery, fertilizer, etc. There were also a few agricultural 
credit corporations and livestock loan companies which, in turn, obtained funds 
for lending purposes by borrowing from and rediscounting with commercial banks. 
Under the Federal Reserve Act of 1913, the Federal reserve banks were authorized 
to discount agricultural paper with maturities up to 6 months offered by member 
banks. 

Aside from emergency seed loans made by the Government, beginning in 1921, 
and the discounting of agricultural paper by the War Finance Corporation for 
a short period, there were no other Federal facilities available to meet the sea- 
sonal credit needs of farmers and ranchers until 1923. 

The agricultural credit situation in the early 1920’s was in a disorganized 
state. Credit was often difficult to obtain when most needed. Loans available 
from commercial banks were usually for 90 days, which was too short a period 
to meet the annual cycles of production, harvesting, and marketing peculiar to 
agriculture. It had become evident that the seasonal production credit needs of 
agriculture were not being met by existing agencies. As a temporary measure 
the Congress, in 1921 and 1922, amended the War Finance Corporation Act of 1918 
to permit that corporation to make commodity loans to farmers’ cooperatives and 
to extend credit to banks and to agricultural and livestock credit corporations to 
enable them to make and carry loans to farmers and ranchers, The agricultural 
lending powers thus given to the War Finance Corporation and its experience in 
that field in 1921 and 1922 proved most helpful in developing a permanent system 
for seasonal agricultural financing. It demonstrated that what agriculture 
needed was a source of credit based upon funds drawn from the investment mar- 
kets of the country and not dependent upon local deposits. 

In the light of these conditions, and after exhaustive studies and investiga- 
tions, the Congress undertook to provide the means whereby investment funds 
could be made available to finance the production and marketing credit needs 
of agriculture. Since individual farmers and local lending institutions could 
not reach investors in the financial centers directly, it was concluded to set up 
an institution or system which, on the basis of obligations of a large number 
of farmers operating over a wide area, could sell its obligations in the large 
money centers. This would make funds available to agriculture on terms suited 
to the needs of farmers and ranchers and at rates of interest comparable to those 
paid by industry. The Federal intermediate credit banks were created to provide 
that service. 

The establishment of the Federal intermediate credit banks as a secondary 
source of credit was expected to benefit farmers by enabling banks in agricul- 
tural areas to carry farmers’ and ranchers’ loans for longer terms, since they 
eould rediscount the paper when in need of funds, and by encouraging the or- 
ganization and operation of privately capitalized financing institutions which 
would make loans to farmers and rediscount them with these new banks. Some 
commercial banks did avail themselves of the services of the credit banks for 
a time and a considerable number of credit corporations were organized and op- 
erated for several years after the credit banks were established. A high per- 
centage of the local credit corporations liquidated a few years after their or- 
ganization. Inadequate capital, incompetent management, unprofitable opera- 
tions, unsound lending practices, and lack of supervision were important factors 
in the relatively short life of many of these institutions. 

As unfavorable agricultural and economic conditions became more acute in 
the early 1930's, it became apparent that the short-term credit needs of agri- 
culture were not being met because of the inadequacy of local institutions which 
could make the loans in the first instance, even though the rediscount facilities 
were sufficient to provide the necessary funds through sales of securities in the 
investment markets. Efforts to have local interests establish credit corpora- 
tions and loan companies eligible to borrow from the credit banks were largely 
unsuccessful by reason of the lack of funds to capitalize such corporations. Thus, 
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by reason of the inability of private lending agencies to meet the need for short- 
term agricultural credit, the objectives sought through the establishment of the 
intermediate credit banks were not fully accomplished. An adequate source of 
secondary credit was of little benefit to agriculture if primary lenders did not 
make the funds available to individual farmers. It was in this setting that the 
Congress provided, in the Farm Credit Act of 1933, for the establishment of a 
system of local cooperative production credit associations which would make the 
rediscounting services of the Federal intermediate credit banks available to 
every farmer in the United States who has a satisfactory basis for credit. 

As a result of the growth and development of the production credit system, 
the major part of the credit business of the banks is now done with the pro- 
duction credit associations. During the fiscal year 1955, about 88 percent of 
the banks’ average daily balances of loans and discounts outstanding were ac- 
counted for by the production credit associations. In the fiscal year 1954, that 
percentage was 87. Among the farm credit districts this percentage ranged in 
the fiscal year 1955 from 66 to 96 percent. 

Most of the business now handled by the credit banks for institutions other 
than the production credit associations, that is the OFI’s, is for State-chartered, 
privately capitalized agricultural credit corporations and livestock loan com- 
panies, together with a few commercial banks. 

The Federal intermediate credit banks were provided with an initial capital 
of $5 million for each bank subscribed by the United States. Additional capital 
for the credit banks was provided by an act of Congress approved January 31, 
1934. That act made available to the Farm Credit Administration a revolving 
fund of $40 million and authorized the Governor, with the approval of the Sec- 
retary of the Treasury, to subscribe for and to pay in such additional capital 
and paid-in surplus as he deemed necessary to enable any intermediate credit 
bank to meet the needs of its eligible borrowers. As of December 31, 1955, 
the Government’s capital investment in the banks was $62.4 million consisting 
of the original $60 million of capital stock and $2.4 million of paid-in surplus. 
The law has never provided for ownership of capital stock of these banks except 
by the United States. 

The intermediate credit banks finance their lending operations primarily 
through the issuance and sale to the investing public of consolidated collateral 
trust debentures and by direct borrowings from commercial banks. During the 
fiscal year 1955, these banks issued $1,046,330,000 of debentures. At the end 
of that fiscal year there were $793,480,000 in debentures outstanding. These 
debentures are the joint and several obligations of the 12 Federal intermediate 


eredit banks. They are not guaranteed either as to principal or interest by the 
Federal Government. 


PRODUCTION CREDIT SYSTEM 


This system consists of 12 production credit corporations, which are wholly 
Government-owned, and 498 production credit associations, 440 of which are 
wholly farmer-owned. 

The production credit corporations were established under the Farm Credit 
Act of 1933 to organize, capitalize, and supervise the production eredit associa- 
tions in order to provide agriculture with a permanent and dependable source 
of short-term credit on a cooperative basis. 

The production credit corporations were capitalized by stock subscriptions on 
behalf of the United States out of a revolving fund of $120 million. As each pro- 
duction credit association was organized, the district production credit corpora- 
tion subscribed to a sufficient amount of its class A (nonvoting) stock to permit 
it to begin lending operations. As stated above, each borrower from the asso- 
ciation is required to own class B (voting) stock in an amount equal to 5 per- 
cent of the amount of the loan. Farmers and ranchers own approximately $23 
million of class A (nonvoting) stock in their associations. This is an investment 
they have made aboye what the law requires them to own in connection with 
their loans. Most of the associations have chosen to devote all their net earn- 
ings to building up their financial strength. As a result, their members have 
foregone any return on their stock investment. This has been done as a matter 
of loyalty to their association and to speed the day when their local association 
might be completely member-owned. As capital investments by members grew 
and earnings of the associations accumulated, the capital stock. held by the 
corporations was retired and the proceeds returned to the corporations, This 
plan of operation has enabled the associations to retire all but about $2.2 mil- 
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lion of the approximately $90 million of Government capital invested in them and 
only 58 associations have any Government capital left. 

As of December 31, 1955, the corporations had outstanding capital stock owned 
by the United States in the amount of $31,350,000 and earned surplus and re- 
serves of about $13,500,000. There remains in the revolving fund $58,650,000 
available for future subscriptions to the stock of the corporations, $30 million 
having been returned in 1949 from the revolving fund to the general fund of the 
Treasury. The operating costs of the corporations are paid out of earnings on 
the investment of their Government capital and out of their earned surplus and 
reserves. 

As of December 31, 1955, about 479,000 farmers and ranchers owned capital 
stock (class A and class B) of the associations amounting to approximately $98 
million. The surplus and reserves of all associations totaled $97 million on that 
date. In addition to these accumulated earnings, the associations had set aside 
out of earnings about $10 million as specific and general provisions for bad debt 
losses. The associations are authorized to issue class C stock but so far none has 
been issued. The volume of loans made by the 1498 associations during the 
calendar year 1955 was approximately $1,400 million. We believe these figures 
clearly show the progress that has been made in building a sound, cooperative 
production credit system for agriculture. 

The function of the corporations to organize and capitalize the production 
credit associations has been largely achieved. There is, however, a continuing 
need for production credit associations to have available to them revolving fund 
capital which can be subscribed to supplement their members’ capital when neces- 
Sary and appropriate in order to maintain credit service. This important func- 
tion must be continued after merger and the legislation before you makes adequate 
provision for this in order that the associations may be able to meet the credit 
needs of agriculture. 

The most important remaining function of the corporations is that of assist- 
ing in supervising the production credit associations. Supervision and training 
in credit and operating matters have been important factors in the growth and 
development of the local associations, both as to their financial strength and 
in extending sound credit service to agriculture. The production credit corpora- 
tions prescribe general loan policies for the associations and guide them in the 
application of sound credit principles. The corporations make credit examina- 
tions of outstanding loans on behalf of the Governor and review lending and 
collection policies of the associations. The corporations also assist in the train- 
ing of employees, prescribe and approve loan interest rates, approve the com- 
pensation of personnel, and generally guide the associations in the conduct of 
their business and service to agriculture. We believe that important supervisory 
functions must be continued and the legislation makes adequate provision 
therefor as will be explained later. 

I will now discuss the provisions of the bill. 

The bill contains an important statement of policy relating to agricultural 
credit. It is declared to be the major purpose of the bill to continue to provide 
agriculture with a sound, dependable, and effective source of credit. To that 
end the policy of the legislation is to encourage and promote the continued 
growth and development of the production credit associations as self-supporting, 
cooperative lending institutions serving the needs of agriculture. The policy 
declaration also, in effect, dedicates the credit banks to the service of all agri- 
culture. Its facilities are declared to be equally accessible to the production 
credit associations and to all other eligible primary lenders. This would be 
true even after the production credit associations became the owners of the 
banks. Continued availability of the facilities of the banks to all qualified 
primary lenders, both within and without the Federal Farm Credit System, 
is essential to a nationwide agricultural credit system. The facilities of the 
credit banks are of benefit to farmers only to the extent that funds reach them 
through primary lenders. It is in the interest of agriculture generally to pro- 
tect all users of the credit banks and the policy statement is designed to do just 
that. 


Merger of corporations and credit banks 

Section 101 of the bill provides for the merger of the production credit corpora- 
tion of each district in the Federal intermediate credit bank of the district. 
The merged institution would continue to be known as the Federal intermediate 
credit bank. Except for stock in the production credit associations now held 
by the production credit corporations, all assets of the corporation would be 
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transferred to the credit bank and the bank would assume all obligations of 
the corporation. The stock which the production credit corporations now hold 
in the production credit associations would be transferred to the Governor 
and a like amount of stock which the Governor now holds in the corporations 
would be canceled. 

Section 101 of the bill provides for a continuation of the necessary supervisory 
and service functions heretofore performed by the production credit corpora- 
tions. Most of these functions would be transferred to the credit banks. The 
need of the production credit associations for assistance and supervision is 
generally recognized. 

The Federal Board deliberated at length the question of how best to provide 
the associations with the necessary supervision and assistance. It was first 
thought that the production credit corporations should continue to perform 
these functions and the farm credit bill considered by this committee last year 
so provided. After obtaining the views of the production credit associations 
and upon further consideration of the problem, the Federal Board has con- 
cluded that these functions can be carried out effectively by the credit banks 
at some overall savings in cost. In addition, merger of the corporations in the 
credit banks will simplify the corporate setup of farm credit at the district 
level and, we believe, result in an improved credit service to farmers and 
ranchers. 

The bill directs the Farm Credit Administration to provide for the organization 
and assignment of functions within the credit banks in a manner which will 
assure proper supervision of and assistance to the production credit associations. 
This would authorize a separation of discounting and supervisory functions with- 
in the banks if deemed necessary to assure helpful and effective supervision of 
the associations independent of the present discounting functions of the banks. 
Although all officers and employees of the bank would be responsible to the presi- 
dent and the board of directors, under such a separation those directly respon- 
sible for discounting operations would not be responsible for supervising the 
institutions rediscounting with the banks. Thus, the bill obligates the Farm 
Credit Administration to provide for appropriate handling of the discounting and 
supervisory functions of the merged institutions consistent with recognized 
principles of good business management. 

The cost of these supervisory and service functions would be paid by the banks. 
The income derived from the existing surplus of the production credit corpora- 
tions which is now devoted to the payment of such costs would continue to be so 
used after merger. It is anticipated that the merger will result in substantial 
savings in operating costs. 

Section 101 of the bill also provides the manner in which the board of directors 
of each bank shall select officers and employees for the merged institution. The 
officers and employees of the bank and corporation would become officers and 
employees of such institution to the extent they are qualified and needed. The 
bill is so drawn that there would be no break in the continuity of service of 
officers and employees who are retained and consequently their retirement rights 
would be protected. 


Stock of the banks after merger 


Section 102 of the bill contains amendments which would provide a new capital 
structure for the banks. After merger there would be two classes of stock: 
class A with a par value of $100 and class B with a par value of $5. The 
banks now have only one class of stock, all of which is owned by the Govern- 
ment. 

Class A stock.—On the effective date of the legislation, the present stock of 
each credit bank now held by the Secretary of the Treasury, amounting to $60 
million for all twelve banks, would be transferred to the Governor of the Farm 
Credit Administration. The Governor would be authorized to reallocate this 
capital by appropriate transfers of funds among the several banks, Under exist- 
ing law each bank is required to have a minimum paid-in capital of $5 million, 
regardless of its volume of business. Under the proposed authority to reallocate 
present capital the Farm Credit Administration would be able to provide each 
bank with a capital structure more nearly in proportion to its volume of business 
and related borrowings. After this adjustment in the capital of the banks, the 
then existing stock of each bank would be exchanged for an equal par amount 
of class A stock of the bank. Stock of the production credit corporations held 
by the Governor on the effective date of the legislation, less the amount can- 
celed by reason of the transfer of the production credit association stock held by 
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the corporations, would also be exchanged for an equal par amount of class A 
stock of the banks. All such class A stock would be held by the Governor on 
behalf of the United States and no dividends would be paid on such stock. 

The bill provides for the retirement of class A stock on a flexible basis. When. 
ever the net worth of the bank amounts to more than one-sixth of its highest 
month-end balance of debentures and other such obligations outstanding dur- 
inng the preceding 5 years, the minimum amount of class A stock which the 
back would retire would be the total amount of class B stock and participatiow 
certificates issued for that year. As will be explained later, class B stock would 
be issued to the production-credit associations and the participation certificates 
would be issued to the OFI’s. Whenever at the end of any fiscal year the net 
worth of the bank amounts to one-sixth or less of such outstanding indebted- 
ness, the amount of class A stock to be retired would be determined by each bank, 
Thus, the provisions relating to the retirement of class A stock afford a consider- 
able degree of flexibility and would permit the banks to accelerate or retard 
retirements of capital stock in accordance with variations in the credit demands 
upon them. 

The proceeds from the retirement of class A stock would be paid into the 
Treasury as miscellaneous receipts until there is so pair a sum equal to the 
amount of class A stock issued by the bank in exchange for the stock of the 
production credit corporation of the district. The proceeds from further re- 
tirements of class A stock of the bank would go into the revolving fund which 
under present law is available for investment in capital stock of the credit 
banks when the need therefor arises. The present $90 million revolving fund 
avai'ahle for investment in capital stock of the production credit associations 
would be reduced to $60 million. 

Crass B stock.—Class B stock would be issued only to production-credit asso- 
ciations. The associations would be required, within 60 days after the effective 
date of the legislation, to subscribe to an aggregate amount of class B stock 
equal to 15 percent of the total amount of class A stock of all 12 banks. In 
dollars, this would amount to about $13 million for all 498 production credit 
associations. This amount would be apportioned among the associations on 
the basis of their use of the banks during the previous 5-year period; that 
is, each association would be required to subscribe to class B stock in an amount 
slightly in excess of 2 percent of the average amount of the loan and dis- 
count indebtedness of the association to the bank during the immediately pre- 
ceding 5 years. The associations would be given a period of 2 years in which 
to pay for such stock subscriptions. 

The class B stock subscription of an association with a $1 million average 
volume of loans and discounts with the bank would be approximately $20,000. 
This subscription would be paid in three installments. One-third, or approxi- 
mately $6,700, would be paid within 2 months after the effective date of the 
legislation, another one-third would be paid within a year, and the remaining 
one-third would be paid within 2 years. A typical production credit asso- 
ciation with an average volume of loans and discounts of $1 million at the bank 
probably would have a net worth ranging between $275,000 and $300,000. , 

The bill is designed to permit maximum flexibility in setting the banks 
diseount rates which will determine their earnings. During periods of relatively 
high money costs, or of unsatisfactory agricultural conditions, it is expected 
that the spread or margin between the discount rate and the cost of money 
to the banks would be narrow. When money costs are relatively low and 
agriculture is in a more satisfactory condition the interest spread would be 
wider, the earnings of the banks would be greater, and Government capital 
would be retired more rapidly. This flexibility in the rate of paying off Govern- 
ment capital in the credit banks is one of the important features of the bill. It 
keeps before the banks and associations the goal of adequate progress toward 
retirement of that Government capital, but permits a desirable and necessary 
degree of latitude in the amount of annual payments for that purpose. It will 
protect the associations from the rigidity of a fixed schedule of annual payments, 
which in times of high money costs and reduced net income in agriculture 
would place undue additional burdens on the associations and their members. 

It is estimated that after the merger becomes effective the 12 Federal inter- 
mediate credit banks as a system will be able to meet their operating costs 
out of investment income and an average interest spread of one-tenth of 1 
percent between their lending rates and the cost of money. In other words, 
taking investment income into account, the average “break even” point for the 
12 banks will be about one-tenth of 1 percent, although that rate will vary 
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among the different banks. It is expected that over the entire period of purchase 
this spread will average around one-half of 1 percent. The average spread 
during the past 10 years has been slightly less than four-tenth of 1 percent. 
With an average spread of one-half of 1 percent it is expected that most of the 
banks would retire all Government capital within a period of less than 30 years. 
Some banks would pay out in less than 20 years. These estimates are based 
upon the assumption that the future volume of business of the banks will be 
slightly more than their present loan and discount volume. 

After all class A stock is retired, noncumulative dividends of not to exceed 
5 percent would be authorized to be paid on class B stock and participation 
certificates. After all class A stock is retired, the banks would be authorized 
to retire class B stock at par and participation certificates at face amount in 
accordance with the cooperative principle of retiring first the oldest outstanding 
stock and certificates. In the event of liquidation or dissolution of a production 
credit association or an OFI, the bank could at any time also retire at book 
value, not exceeding par or face amount, class B stock and participation certifi- 
cates of the bank owned by such association or institution. 

Lien on stock and participation certificates—The bank would have a first lien 
on all stock in the bank owned by the production-credit associations and on 
all participation certificates owned by OFI’s as additional collateral for any 
indebtedness owing by the holders to the bank. The bank, however, would be 
prohibited from making any loan or advance on the security of its own stock 
or participation certificates. 


Application of earnings 


Section 103 of the bill contains amendments which would provide a new 
method for application of net earnings of the banks. After providing for valua- 
tion reserves and for any losses in excess of such reserves, the net earnings of 
each bank would be applied, first, to restoring any impairment in the capital 
stock and participation certificates; second, to restoring any impairment in 
the surplus account of the bank; third, 25 percent of the remaining net earnings 
would be used to create and maintain a reserve account equal to 25 percent of 
the outstanding stock and participation certificates of the bank; fourth, if any 
class A stock is outstanding during all or any part of the fiscal year, the bank 
would pay 25 percent of the remaining net earnings to the Treasury as a fran- 
chise tax, not exceeding, however, a rate of return on the Government’s invest- 
ment in the bank equal to the average cost of money to the Treasury; fifth, if 
no class A stock is outstanding, the remaining net earnings would be available 
for payment of dividends of not to exceed 5 percent on class B stock and par- 
ticipation certificates ; and sixth, any remaining net earnings would be distributed 
as patronage refunds to the production credit associations and the OFI’s patron- 
izing the bank. As long as there is any class A stock outstanding, patronage 
refunds would be paid in class B stock to the production-credit associations and 
in participation certificates to the OFI’s. After all class A stock is retired, 
patronage refunds could be paid in class B stock and participation certificates 
or in cash at the election of the bank. Recipients of patronage refunds in the 
form of class B stock and participation certificates issued at the time class A 
stock is outstanding would not be subject to Federal income taxes on such re- 
funds. Since the class B stock and participation certificates would have no 
realizable cash value, they would not in any real sense constitute income to the 
recipients. This exemption would not apply to patronage refunds made after all 
class A stock of the bank is retired. 

Section 103 of the bill also specifies how losses are to be absorbed in any year 
in which the bank has a net loss. Such losses would be charged, first, to the 
reserve account ; second, to surplus other than that transferred to the bank from 
the production-credit corporation; third, to surplus transferred to the bank from 
the production-credit corporation; fourth, by impairment of class B stock and 
participation certificates; and fifth, by impairment of class A stock. 


Surplus account 


Under section 103 of the bill, each bank would be required, on the effective 
date of the legislation, to establish a surplus account consisting of its earned 
surplus, its reserve for contingencies, and the surplus transferred to the bank 
from the production-credit corporation. For all 12 banks this would amount to 
about $62.5 million. This surplus would not be allocated and it could not be 
paid out in the form of patronage or other dividends. It would be “frozen” as 
a part of the permanent structure of the bank. Such surplus would, however, 
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be available to absorb losses but any impairment would have to be restored before 
net earnings could be used to pay dividends. 


Distribution of assets upon liquidation 

Section 103 of the bill also provides for the distribution of assets in the event 
of liquidation or dissolution of any bank. After payment of debts, class A stock 
would first be retired at par and then class B stock and participation certifi- 
cates would be retired at par or face amount. The remaining assets would be 
distributed, first, by prorating among class A and class B stockholders any sur- 
plus established on the effective date of the legislation; and second, by prorat- 
ing any residual assets among the holders of class B stock and the holders of 
participation certificates. 


Discounts and loans 


Section 104 of the bill contains a number of amendments to existing law relat- 
ing to the discount and lending authority of the credit banks. 

Under present law a credit bank may make loans to production-credit as- 
sociations upon any security approved by the Governor of the Farm Credit 
Administration, such as Government bonds, but loans to OFI’s may be made only 
on the security of agricultural paper eligible for discount by the bank. Sec- 
tion 104 of the bill would remove this discrepancy and permit loans to OFI’s 
on such collateral as may be approved by the Governor, provided the proceeds 
are used to make or carry loans for agricultural purposes. 

Under present law the credit banks are authorized to make certain types of 
loans direct to farmers’ cooperative associations. This authority duplicates 
to some extent the lending functions of the banks for cooperatives. Under 
section 104 of the bill the banks could make loans to farmers’ cooperative asso- 
ciations only to enable them to make loans to farmers and ranchers for agri- 
cultural purposes. This section of the bill also would permit credit banks to 
make temporary loans to Federal land banks and banks for cooperatives upon 
terms and at interest rates approved by the Farm Credit Administration. 

The credit banks now have authority by law to discount paper with maturi- 
ties up to 3 years. Section 104 of the bill would increase this limit to 7 years. 
This provision would permit the production-credit associations and OFI’s to 
meet the demands of farmers for longer term loans. It is recognized, of course, 
that farmers and ranchers have need for loans for semicapital purposes which 
ordinarily require more than 1 year to repay. Such purposes would include 
bulk milk tanks, heavy equipment, soil-conservation practices, farm buildings 
and repairs, and other comparable items. The associations have always financed 
operations of these types, but have taken 12-month notes and freely renewed the 
balance where performance has been satisfactory. However, a strong demand 
has arisen for more realistic terms of maturity for obligations of the types 
mentioned. This amendment will permit the credit banks to discount loans 
with longer maturities in proper cases and thus render a more flexible and 
effective credit service in this field. 

Under existing law discount and interest rates charged by the credit banks 
may not, except with the approval of the Governor of the Farm Credit Admin- 
istration, exceed by more than 1 percent the interest rates borne by the last pre- 
ceding issue of credit-bank debentures. Section 104 of the bill would remove this 
limitation and authorize the credit banks to determine the discount and interest 
rates to be charged by them, subject to the approval of the Farm Credit Adminis- 
tration. The bill would require that the same interest rates apply to both the 
production credit associations and the OFI’s. 

Section 104 of the bill would also amend existing law to authorize the Fed- 
eral land banks to make loans to the credit banks and to banks for coopera- 
tives. This and other provisions of the bill, coupled with provisions of existing 
law, would authorize complete interbank borrowings within the Farm Credit 
System upon terms and rates of interest approved by the Farm Credit Admin- 
istration. Frequently the need of some banks of the system for funds for short 
periods could be met by loans from other banks with idle funds. It is in the 
interest of economy and efficiency to permit such interbank borrowings. 

The remainder of title I of the bill contains, for the most part, amendments 
to the Farm Credit Acts of 1933, 1937, and 1953. These amendments are largely 
technical changes made necessary by reason of the merger of the production- 
eredit corporations and the Federal intermediate credit banks. One of the 
changes, however, dealing with the revolving funds, is important enough to 
comment upon. 
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Revolving funds 


Section 105 of the bill would amend section 5 of the Farm Credit Act of 1933 
to reduce to $60 million the revolving fund which is now available for the pur- 
chase of stock in the production credit corporations but which, under the terms 
of the bill, would become available for the purchase by the Governor of the 
Farm Credit Administration of stock in production credit associations. This 
revolving fund was originally $120 million but $30 million thereof was returned 
in 1949 to miscellaneous receipts of the Treasury. It is our feeling that a 
revolving fuad of $60 million would be adequate for the purpose of capitaliz- 
ing production credit associations, including reinvestment in class A stock of 
those associations needing additional capital because of drought or other adverse 
conditions. 

Section 105 of the bill would also increase from $40 million to $100 million, 
from capital already in the system, the revolving fund out of which the Gov- 
ernor is authorized to purchase capital stock of the credit banks. Under this 
provision of the bill the proceeds from the retirement of class A stock of the 
banks, amounting to $60 million for all 12 banks, would be paid into the revolving 
fund and continue to be available for reinvestment in the credit banks as the 
need therefor arises. In view of the present agricultural situation, it is antici- 
pated that short-term credit in increasing volume will be required by farmers 
and ranchers and it is essential that adequate capital funds be available to 
support borrowings by the banks to finance the volume of credit they will be 
called upon to supply. 


Miscellaneous provisions 


Section 201 of title II of the bill would remove the credit banks from 
the group of “wholly owned Government corporations’ named in section 101 
of the Government Corporation Control Act and add them to the “mixed-owner- 
ship Government corporations’ named in section 201 of that act. This would 
mean that the credit banks would no longer be subject to the budget provisions 
of that act requiring the submission of an annual budget program and an annual 
authorization by the Congress for the expenditure of the banks’ funds for admin- 
istrative expenses. As “mixed-ownership Government corporations,” the banks 
would continue to be subject to audit by the General Accounting Office as long 
as there is any Government capital in them. The amendments contained in 
section 201 of the bill would give the Government Corporation Control Act the 
same applicability to the credit banks as it has to the Federal land banks and the 
banks for cooperatives. 

Section 201 of the bill would also amend the National Bank Act to remove 
the present limitation on national banks investing in debentures issued by the 
banks for cooperatives. A national bank is now prohibited from investing in 
such securities an amount exceeding 10 percent of its paid-in capital and unim- 
paired surplus. This limitation is not applicable to bonds issued by the Federal 
land banks or to debentures issued by the Federal intermediate credit banks 
and the proposed amendment would place all such farm credit securities on 
the same basis insofar as their purchase by national banks is concerned. 

I should like now to discuss more specifically the status of financing institu- 
tions other than the production credit associations under the proposed legisla- 
tion. These other financing institutions (usually referred to as OFT’s) con- 
sist largely of privately owned credit corporations, various types of cooperative 
credit institutions, and a few commercial banks. The OFT’s, except national 
banks and Federal credit unions, are chartered under the laws of various States 
and none of them is subject to supervision by the Farm Credit Administration. 
Unlike the production credit associations which are restricted to borrowing from 
and rediscounting with the credit banks, the OFTI’s are free to obtain funds from 
any source to finance their lending operations. There are at this time approxi- 
mately 90 OFI’s rediscounting with and borrowing from the credit banks. Dur- 
ing the fiscal year ended June 30, 1955, they contributed about 9 percent of the 
volume of business of the 12 banks. Among the several districts these per- 
centages ranged from 1% percent in Columbia to nearly 25 percent in the Berke- 
ley bank. 

Some of the OFT’s have expressed objection to the legislation for reasons which 
you doubtless will hear from them directly during the course of the hearings. 
We in Farm Credit feel that the services of the intermediate credit banks should 
continue to be fully available to such institutions as heretofore. It is the 
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declared purpose and intent of the proposed legislation to assure a continuation 
of such services. It is our view, therefore, that the objections to the bill voiced 
by some OFI’s are not well founded. 

One of the principal objections of the OFI’s to the proposed legislation is that 
they would not be permitted to acquire ownership in the banks on the same basis 
as the production-credit associations. The Federal farm credit system is made 
up of cooperative institutions supervised by the Farm Credit Administration. 
They are, for the most part, farmer owned and the policy of the Farm Credit Act 
of 1953 is to encourage and facilitate increased farmer ownership and control of 
all institutions in the system. The OFI’s with which the credit banks are au- 
thorized to deal consist of a wide variety of types of organizations. They include 
State and national banks; agricultural credit corporations organized by banking 
interests and operated as affiliates or companion lending agencies; agricultural 
and livestock credit corporations set up as subsidiaries or affiliates of farmers’ 
cooperative associations; and credit corporations organized by small groups of 
local investors to engage in the lending business. Credit unions also may redis- 
count with and borrow from the credit banks. Thus, the OFI’s represent widely 
differing interests. They are organized under statutes of various jurisdictions; 
they do not serve common purposes or objectives and are not under a common 
supervisory authority. The majority of them are organized and operated for 
profit and are not farmer owned. 

In contrast to OFI’s, the production credit associations are local cooperative 
farmer-owned organizations which exist for the single purpose of making sound 
loans to their members; they are organized and operate under a single Federal 
statute, with similar policies and objectives; they are subject to a consistent pat- 
tern of supervision and examination through the Farm Credit Administration ; 
they elect 2 members of the 7-man board of directors in each district and 
participate in the nomination of persons for consideration by the President in 
selecting members of the Federal Farm Credit Board; and these associations 
furnish the great bulk of the business of the credit banks. It is wholly consist- 
ent with the concept of the Federal farm credit system, as a coordinated group 
of cooperative institutions to be owned by farmers and ranchers, but the purchase 
of the credit banks should be accomplished by the production credit associations 
acting together to that end. 

The fear has been expressed that once the credit banks are completely owned 
by the production-credit associations an effort will be made to have the services 
of the credit banks limited to production-credit association business. There are 
two reasons why this cannot happen. First, the declared policy of this bill 
makes it perfectly clear that the services of the credit banks shall continue to be 
available to the OFI’s on the same basis as to production-credit associations even 
after the banks are completely owned by the associations. Secondly, under the 
bill the banks will continue to be controlled by the several district farm-credit 
boards and operate under the general supervision of the Federal Farm Credit 
Board. The production-credit associations elect only 2 of the 7 members 
of the district board. The district board and the Federal Board are set up to 
represent all phases of agricultural financing and have responsibility for proper 
administration of the laws enacted by the Congress. It is inconceivable to us 
that the district board or the Federal Board would permit discrimination in any 
way against the OFI’s. Indeed, under the provisions of the bill it would be 
contrary to law for them to do so. Therefore, under the provisions of the bill 
and in view of the broad representation on the district board and the Federal 
Board, the OFI’s need have no fear about their right to the continued use of 
the facilities of the credit banks. 

To summarize, the proposed legislation provides definite rights and benefits to 
the OFT’s as follows: 

1. The OFT’s are guaranteed the right to utilize the credit facilities of the Fed- 
eral intermediate credit banks upon the same terms and at the same rates of 
interest as the production credit associations. 

2. The banks would be authorized to make direct loans to OFI’s on the security 
of any collateral approved by the Governor, as may now be done for the produc- 
tion-credit associations. The present law does not specifically authorize direct 
loans to OFT’s except on the security of notes eligible for discount by the banks. 

8. The production-credit associations are restricted to borrowing from and 
rediscounting with the credit banks, whereas the OFI’s are free to obtain funds 
from any source. 
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4. The OFI’s would share in the future net earnings of the credit banks on 
the same basis as the production-credit associations, that is, on the basis of 
patronage. If a dividend is paid on class B stock held by production-credit 


associations, a like dividend must be paid on participation certificates held by 
OFT’s. 

5. Participation certificates held by OFI’s would be entitled to the same 
rights as those applicable to class B stock held by production-credit associations 
with respect to retirement of such holdings. Although liquidation or dissolution 
of the credit banks is not intended or foreseeable, the OFI’s would in such 
eventuality share in the surplus and reserves of the banks accumulated after 
the effective date of the bill on the same basis as the production-credit associ- 


ations. 

Mr. Toorext. I would like to review just a little bit and refresh your 
thinking on the farm credit system. The Farmer Credit Administra- 
tion is a Federal agency which in 1953 became again an independent 
agency of the Government in the executive branch. 

While we still are housed over in the South Agriculture Building, 
we no longer are a part of the Department of Agriculture. The 
agency consists of the Federal Farm Credit Board of 13 members, 
the Governor of the Farm Credit Administration and his staff. 

Twelve of the members of this Board are appointed by the Presi- 
dent from nominees that are elected by the users of the system. Nomi- 
nees are elected by the users of the land banks, by the users of the 
co-op banks and by the production-credit associations. 

The function of this Federal agency, the Farm Credit Administra- 
tion, is to supervise, to coordinate the activities of, and to examine the 
district units and local units that make up the farm credit system. 

There are 12 farm credit districts in the United States, and in each 
of them there are 4 distinct institutions: A Federal land bank, an 
intermediate credit bank, a production credit corporation, and a bank 
for cooperatives. ‘Those are common to all 12 farm credit districts. 

Each of these districts has a governing board of seven men. Five 
of them are elected by the users of the system and two appointed by 
the Governor of the Farm Credit Administration. 

When the co-op banks retire some more of their Government capital 
they will elect a second representative on district boards and the Gov- 
ernor will appoint but one member of the district boards. 

The district board of seven members serves as the board of direc- 
tors of each of these four district corporations. 

The Federal land banks are the agencies that make long-term mort- 
gage loans to farmers, through the National farm loan associations. 
There are 1,100 of those local cooperative farm loan associations in 
the United States, and it is through them that farmers make applica- 
tion for and have their Federal land-bank loans closed. 

The Federal intermediate credit banks are banks of discount for 
agricultural loans that are made primarily for agricultural produc- 
tion purposes. 

The production-credit corporations were created to bring into be- 
ing and to supervise the production-credit associations of which there 
are 498 in the United States. 

The banks for cooperatives make loans to farmers cooperative as- 
sociations which are engaged in marketing and purchasing or service 
activities of various kinds. This cooperative farm-credit system 
which had its beginning back in 1916 when the land banks first came 
into being, provides a well-rounded and dependable source of credit 
that is tailored to meet the needs of farmers. 
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The farm credit institutions largely lend money which they obtain 
by selling their bonds and debentures in the investment market. Each 
of these four farm credit institutions was originally capitalized by 
the Federal Government. 

By 1947 the 12 Federal land banks had retired all of the Govern- 
ment capital in them and were entirely owned by their farmer bor- 
rowers. 

The production credit associations are cooperative organizations 
that are chartered by the Farm Credit Administration and super- 
vised by it. Each borrower from a PCA subscribes to stock in his 
local PCA equivalent to 5 percent of his loan. And it is largely in 
this way that the PCA’s have built up their capital structure oa re- 
tired Government capital. 

Mr. Briggs mentioned to you that the PCA’s in 1934 had $90 mil- 
lion of Government capital invested in them. And they have retired 
all but $2,200,000 of that amount of capital which we feel is a very 
fine record. 

You will note that two of these farm credit institutions, the land 
banks and the co-op banks, now have either retired their Government 
capital or they have a means by which they are currently engaged in 
the process of systematically retiring Governing capital. ut such 
provisions has never been made so far as the intermediate credit banks 
and the production credit corporations are concerned. This legis- 
lation proposes a mechanism whereby over a period of time and as 
these farmers cooperative credit institutions are able to, they will re- 
tire the remaining Government capital in the system. 

I want to talk now a little more in detail about the two institutions 
which are principally affected by this legislation, namely, the interme- 
diate credit banks and the production-credit corporations. 

The intermediate credit banks are banks of discount. They make 
no loans directly to individual farmers but rather they discount paper 
for agencies that are primary lenders and do make loans directly to 
farmers. 

I am sure that all members of this committee are familiar with the 
history of agricultural credit going back to 1920 and even before that 
and know that farmers were largely dependent upon mercantile credit 
and upon commercial banks which were not designed to meet the needs 
of farmers. Often at a time when farmers most needed credit the 
local bank was short of deposits and did not have lending funds. 

We know of the rather hectic credit situation in agriculture in the 
early 20’s growing out of the depression following World War I, and 
the fact that the War Finance Corporation came into the picture and 
rendered some temporary assistance. The first Government seed loan 
came into being about 1921, I believe, and it was out of this back- 
ground and this unsatisfactory short-term credit situation in agricul- 
ture that the Congress passed the Agricultural Credits Act of 1923 
that brought into being the 12 Federal intermediate credit banks. 

That provided a mechanism by which the farmers of this country 
could pool their credit and go into the investment markets and hire 
funds at favorable rates of interest, at rates of interest comparable to 
the rates charged commercial concerns. 

The establishment of the credit banks as banks of discount was just 
one step in meeting this need, and the Congress assumed that the pri- 
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mary lenders would come into existence to effectively use these ser- 
vices. 

As a matter of fact, since the credit banks were created in 1923 
there have been about 1,200 agricultural credit corporations and re- 
lated institutions which we call OFI’s, other financing institutions, 
which have availed themselves of the discount privileges with the in- 
termediate credit banks. A higher percentage—— 

Mr. Dixon. Will you yield to one question ? 

Mr. Toorrem. Yes. 

Mr. Drxon. I have had some complaint from these OFT’s about this 
bill. It might be in order to have him make a statement there about 
that. I would like to know what effect the bill would have on the 
OFT’s. 

Mr. Toorexz. If you do not mind in the development of my presen- 
tation, my remarks here, I shall try to bring that out. 

Mr. Drxon. Thank you very much. 

Mr. Tooreti. A high percentage of these credit corporations and 
OFT’s,—these 1,200 that used the facilities of the credit banks—went 
broke or voluntarily went out of existence. 

There are now about 90, or perhaps it is 94, which are currently 
using the facilities of the intermediate credit banks. 

When the great depression of the 1930’s came on and farmers were 
again confronted with an acute credit situation it was found that 
these OFI’s, these primary lenders—and, by the way, they include 
commercial banks which had a special department created as primary 
agricultural lending institutions, and which discounted with the credit 
banks—simply were not adequate to get the job done. 

Congress found on investigation that only a very, very small per- 
centage of American farmers had access to primary lenders which were 
using the facilities of the credit banks. And that is what brought into 
being the production-credit system in 1933. 

As a matter of fact, the intermediate credit bank system, this bank 
of discount was primarily failing because such a very, very few farmers 
had access to it. It does not do any good to have a very fine discount 
bank unless you have primary lenders that are out there lending money 
to farmers and offering their paper for discount to the credit bank. 

That was exactly the situation. So Congress in 1933 created a sys- 
tem, a system which made available to every farmer and rancher in 
the United States, who had a basis for credit, a channel through which 
he could get a loan which would be discounted with this Federal Inter- 
mediate Credit Bank. This was the production credit system. 

This system of production credit associations, these loca] associa- 
tions, have as their supervising agencies in each district, the 
production-credit corporations. 

The major part of the credit business of the intermediate credit banks 
is done and has been done with these production-credit associations. 
For the past 2 years something like 87 or 88 percent of all of the 
business of the intermediate credit banks has been handling, dis- 
counting the paper and making loans to production-credit associations. 

Most of the tiatnees handled by the credit banks for institutions 
other than the associations, is for these OFI’s which for the most 
part are State chartered, privately capitalized agricultural credit cor- 
porations and livestock loan companies, together with a few commer- 
cial banks. 
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_ Each of the 12 Federal intermediate credit banks was provided ini- 
tially with $5 million of Government capital, and they still retain 
that $5 million of Government capital. That was the best judgment 
of the Congress at the time, as to the amount of capital that would be 
needed in each district to support the loan volume that these banks 
would have. 

History has proven, however, that the loan volume of the 12 district 
banks varies considerably, and that their needs for capital are not 
identical. This bill contains a provision under which the Farm Credit 
Administration would, at the effective date of this act, reallocate this 
$60 million of basic Government capital among the 12 banks in pro- 
portion to the use which each of them has made of the credit banks— 
that is, in relation to the loan volume of each of these credit banks in 
the last 5 years. 

I mentioned before that the credit banks primarily finance their 
loans by the sale of consolidated intermediate-credit bank debentures— 
that means debentures that are the responsibility of all 12 of the banks, 
to the investing public. 

They also borrow some money for short periods of time from com- 
mercial banks. But during fiscal year 1955 these banks issued 
$1,046,330,000 of debentures. And at the end of fiscal year 1955 they 
had outstanding almost $800 million in debentures. 

These debentures are not guaranteed either as to interest or prin- 
cipal by the Federal Government and never have been. 

Now I would like to turn to the production-credit system in a little 
more detail. We have in each of the 12 districts, you will recall, a 

»yroduction-credit corporation which supervises the associations. 
‘here are 498 associations, and 440 of them now are completely farmer- 
owned. They have retired their Government capital. 

The production-credit corporations had in the beginning a three- 
fold purpose, one to organize production-credit associations, two, to 
capitalize them, and, three, to supervise them. 

The job of organizing was completed some years ago. The job of 
capitalizing them is largely completed. The important job remaining, 
and one which will be a contmuing one, is that of supervision of 
production-credit associations. 

There are some differences of opinion as to just how much super- 
vision production-credit associations need after these 22 or 23 years of 
operation. Of course, our observation is that they need varying 
amounts. Some of them need comparatively little because they do a 
fine job without it; others need a substantial amount of supervision. 

The associations may also from time to time need access to funds 
for the purpose of recapitalizing them. And for that reason this act 
provides for the continuance of a revolving fund, out of which the 
Governor may over the years subscribe to additional capital in pro- 
duction-credit associations that may have need for it. 

Within the past 3 years there has been six production credit associa- 
tions in two different parts of the country, that have paid off all of 
their Government capital but found it necessary to come back and 
ask for resubseription of some Government capital in order to bolster 
their financial condition. 

Three of those are out in the chairman’s territory, in the drought 
area, and the other three are in Congressman McIntire’s district, due 

to a very bad potato-price situation a year ago. 


a 
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We expect that over time it will be necessary to do just that thing in 
connection with other associations, but that, as they get on their feet 
and are able, they will repay that capital just as they have demon- 
strated a desire and ability to do in the past. 

Mr. Briggs commented a bit about this matter of the Government 
‘apital retirement from PCA’s and about the total amount of surplus 
and reserves which they have. 

I would mention again that these PC A’s, since 1934, have built up 
capital stock amounting to $98 million and reserves and surpluses 
of $97 million. 

In addition to that, they have another $10 million of valuation re- 
serves, that is, reserves that are set up for specific losses, that are 
foreseeable. 

I want to emphasize that out of this $98 million of capital the users 
of the system have subscribed to their PCA, $23 million is in “A” 
stock which they were not required to buy in support of their loans. 

They subscribe to the “A” stock in order to speed up the retirement 
of Government capital and speed the day when they can say, “We 
own our product on credit association,” and, of course, to give their 
association additional capital. 

As of December 31, last, the rege credit corporations com- 
bined for the 12 districts had $31,3: 50,000 of Government capital re- 
maining in them, and earned waenione and reserves of about $1314 
million. 

There are 479,000 farmers and ranchers in the United States who 
own stock in production-credit associations, and most of these cur- 
rently are borrowers. 

I believe, gentlemen, this is all I will try to do with regard to giving 
the background of this farm credit system, and these specific institu- 
tions that are affected by the legislation. 

I will now get into a rather brief summary of the provisions of the 
bill itself. 

Mr. Poage. I think it might help the proceeding if the members 
who want to go into the background might eee you about back- 
ground only and not about the provisions of the bill. Then we will 
let you take up the provisions of the bill because I think if we will 
keep these things separated as to subject matter, we will proceed 
faster ; otherwise we will cover it several times. 

Are there any questions about the background and operations of 
the local PCA’s? 

Mr. Garutnes. With regard to the reallocation of this $60 million 
to the districts, I wonder just how that capitalization will be placed in 
these districts, just what rule or guide will be used. 

Mr. Poacr. May I suggest now—I know he mentioned that but 
I did suggest that if we would withhold questions about the pro- 
visions of the bill, until he discusses the provisions of the bill as such, 
I think it would help. 

He spent a good deal of time in discussing the background which 
has been very helpful, I am sure, but if we needed further informa- 
tion about the background, the history of the operations, the way the 
thing has been operated, it would be better. 

Your question goes to the new bill. I think if we could separate 
our questions we would make more time. 
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Mr. Gatuines. All right. 

Mr. Poace. Any questions about the present operation ? 

Mr. Hagen. I am for the bill. I want to qualify my statement to 
that extent. 

Very often we receive complaints from farmers, for example, that 
these production-credit associations are too conservative. 

I was wondering in the statute establishing these production-credit 
associations, are there any rules which guarantee that they hold open 
some avenue to easier credit than the private financial lending 
institutions. 

Mr. Tooretx. Not precisely that. We have always emphasized to 
the production-credit associations and other agencies of the farm 
credit system that they are vested with a public interest and have a 
responsibility to go just as far as they can safely go in financing the 
credit needs of farmers. 

On the other hand we can’t depart from the fact that there are 
certain minimum standards for making sound loans that the coopera- 
tive credit system can’t ignore and remain a system very long. We 
feel that below certain standards the only type of agency that could 
render that kind of credit service would have to be one that lends 
Government money and which the Congress specifies shall make high- 
risk loans. 

Mr. Hacen. Well, I mean, you do exert some pressure that they 
adopt a lending policy in the public interest, so to speak ? 

Mr. Toorretz. Yes, we do. 

Mr. Hagen. One further question. Under this bill will you lose 
any of that authority that you have? 

Mr. Tooretz. No, not at all. This bill does not in any way diminish 
the amount of supervisory responsibility that the district farm credit 
board and the Farm Credit Administration has, 

— Haoan. You will still exert some general direction over their 

icy ? 
ee Toorety. Yes. We feel that because they are federally char- 
tered institutions and got their start through the free use of Govern- 
ment capital, they are permanently vested with a public interest, that 
the Farm Credit Administration as a public agency is required to 
preserve. 

Mr. CuristopHer. For the record, would you say that over the past 
21 years the production-credit associations have done a good job or a 
poor job? What would be your answer to that? 

Mr. Toorett. Well, I would say, speaking in the main, that they 
have done a good job. 

Mr. CuristorHer. Thank you, sir. 

Mr. Tooretz. I would go on and qualify that and say that you can 
prove any accusation that is made against production credit by what 
some association at some time or other has done. 

Mr. CuristopHer. That would be true of individuals, too, I think. 

Mr. Tooreiu. I believe it would, sir. 

_ MATTHEWS. om Laney Feet pas te the Srorpeaen, how 
much I appreciate his bringing up this bill and giving us this explana- 
tion of it = am sorry I have aia able to be here. I have a little 
campaign down in my district that is keeping me very busy. 
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As I understand, the people in our production-credit associations in 
— are generally pretty well pleased with this bill. It that not 
right 

r. Toorett. It is our understanding that all of them are. 

Mr. Martruews. As I recall, last year when we discussed similar 
legislation many of the production-credit associations in Florida espe- 
cially in the 8th district that I represent, were a little bit concerned 
about the extra cost that might accrue to them in taking over the pro- 
duction-credit corporations. And I talked with them this past sum- 
mer and they seemed to think that this legislation was generally ac- 
table. I just wanted to know if that was your opinion, also. 

r. ToorsiL. Every association in your district has so indicated to 


ce 
us 


Mr. Marruews. I want to thank you, sir, and I want to pay tribute 
to these production-credit associations in my district. I think they 
are doing a wonderful job. Generally, I believe our farmers are very 
pleased with the work they are doing. 

Mr. Tooreti. Thank you. We are glad to know that. 

Mr. Jounson. Do these PCA’s have the say as to what the interest 
rate will be, or do you people in Washington have that? 

Mr. Tooret.. The board of directors of each production-credit asso- 
ciation recommends what the interest rate shall be. The actual ap- 
proval of that presently rests with production credit corporation in 
the district. That means the board of directors and the offices of the 
district PCA. 

At one time it was required that the approval had to be given or 
obtained also from the Farm Credit Administration, but that is one 
of the delegations to the district that we have accomplished. 

Mr. Jounson. I wish I had brought along a paper I was given 
in the Easter recess. I was in my district and one of the farmers 
brought up a notice where his local association had written him a form 
letter telling him—I am quoting from memory, but I think it was 
raising the interest rate from 5% to 6 percent. 

Is that general throughout the country ? 

Mr. Tooretu. Yes, sir; it is. That is simply because we have to 
hire the funds that we lend to farmers and the cost of money has gone 
up tremendously. 

About 18 months ago our intermediate credit band debentures sold 
with a coupon-interest rate of 114 percent. And yesterday we priced 
a big issue of credit bank debentures and we had to put 314 percent 
coupons on those same 9 months’ debentures. 

f course, the PCA’s for the last year in which interests costs have 
been climbing have absorbed a good deal of that, but they are coming 
to a point now where they just can’t absorb any more of it. 

All of the increase in interest rate is going to have to be passed on 
pretty rapidly to the borrowing farmer. 

Mr. Jonnson. As a banker would you say that was a good or bad 


sign ¢ 

Mr. Tooreti. Well, let me say this, it makes pretty tough going 
for the PCA’s, because some of their competitors do not have to hire 
their loan funds. They are not faced with that same necessity, you 
see, of paying the market rate for the use of their money each month. 
This makes tough competition. 
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I think that the general situation in the economy which creates a 
demand, a great demand for money for capital expansion is a very 
healthy thing and farmers benefit from that, too. 

But, of course, we would much prefer to see lower interest rates 
which we would pass on to the farmer. We would pass on the benefit 
of any lower interest rates to the farmer. 

Mr. Poace. Any further questions? 

Mr. Drxon. I have a letter here from the Utah Livestock Production 
Credit Association. They are not opposed to the bill, but I would like 
to read what they have to say and maybe you could answer their 
misgivings. 

Mr. Poser. If you want to raise a question about the pending bill, 
you will remember I asked Mr. Gathings if he would hold his question 
about the bill, because the Governor has not discussed those provisions 

et. 
; Mr. Drxon. This is on the rate. That is what the witness was talk- 
ing about. 

Mr. Poage. Go right ahead. 

Mr. Dixon (reading) : 

We are fearful that with the present high discount rate of our money from 
it and the possibilities of other increases in the discount rate, that the proposed 
merger at the present time may increase the cost of our funds to a point that 
we could be increased out of the loan market and lose much of our effectiveness. 

Will this merger increase the discount rate further ? 

Mr. Tooretn. We believe that it will not, Mr. Dixon. I believe in 
my statement here that I will make a little further and in some data I 
will give in explanation that we can demonstrate that reasonably 
satisfactorily. I will try to do that because I think that is the most 
pertinent question of this whole business. It is a very important one. 

Mr. Curisroruer. Is it your honest opinion that this merger would 
result in lower interest rates to the farm borrowers or higher interest 
rates to the farm borrowers eventually ¢ 

Mr. Tooret.. It is my belief that it would result in lower interest 
rates to farm borrowers over a period of years. Actually—— 

Mr. CuristorHErR. Over a period of how many years, Mr. Giverasrt 

Mr. Toorriy. As long as the system operates. And I would say 
that the lower interest rates would begin with the first year, but you 
see that is the sort of thing you can never prove. You do not keep 
your old system and have it for a benchmark and then have the 
actual operating cost of your new system and make that comparison. 

But we feel sure that as a result of doing away with, well, let us 
say one of two sets of district officers, and of combining certain other 
functions, that the job can be done at a lesser cost, as well as being 
done with greater efficiency. 

Just this last fall at the request of the Federal Farm Board we 
employed the firm of Arthur Anderson & Co., of Chicago, which is 
a very reputable auditing and accounting firm to make a study for 
us of possibilities of streamlining the functions of the production- 
credit corporations and the intermediate credit banks, assuming that 
they might be merged, and it was the belief of this very reputable firm 
that the district institutions would be able to effect a very substantial 
saving as a result of merger and streamlining operations. 

Mr. Poaar. I believe we have about covered any questions relating 
to the present organization. And rather than going into further 
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questions about the future, I wonder if you might proceed to give us 
a discussion of the provisions of the bill now. 

Mr. Toorett. Very well. I would like to call your particular atten- 
tion to the policy statement which is section 2 of the bill, and which 
emphasizes the fact that service—-a sound and dependable effective 
service to agriculture will continue to be the primary objective of the 
operation of this institution under the proposed legislation, and that 
it will be the intention of this legislation to encourage and promote 
the continued growth and development of the production-credit sys- 
tem, to make its facilities equally available to the office, and to other 
qualified lenders. 

This bill would provide that the merged institutions continue to be 
known as the Federal intermediate credit bank in each district. And 
even after merger and even after the Government capital might be 
all retired at some future time that the facilities of this merged insti- 
tution would continue to be made available to the OF I’s as well as to 
the production-credit associations. 

This question of how best to provide the future supervisory service, 
the necessary supervisory service to production-credit associations is 
one to which the Federal Board gave a tremendous amount of thought 
over the last 2 years and more. 

A year ago when the Board was here with its proposal for a plan 
which would permit the production-credit associations to buy the pro- 
duction-credit corporations, the Board was of the opinion that that 
might be the best solution. 

However, since going out to the country and working so closely 
with all of the production-credit associations and getting their more 
considered opinions on it, it is the belief of the Board that this remain- 
ing supervisory function and service function to production-credit 
associations can be satisfactorily done through the merged institution. 

It is the belief of the Board that it will result in some overall sav- 
ings, which will mean lower interest rates in the future to farmers, 
compared with what they would be if you continued the two separate 
institutions. 

Then, in addition, you will have a simplification of the corporate 
structure and we believe improved credit services. 

Well now, we get down to the matter of the stock in this merged 
institution. There would be two classes of stock in the merged insti- 
tutions: “A” stock, which would be issued in denominations of $100 
par value and “B” stock in the denominations of $5 par value, 

On the effective date of the legislation, which would be January 1, 
1957, the present Government capital in both of the institutions, 
would be represented by “A” stock. 

The “B” stock would be the voting stock and the stock which the 
production-credit associations would acquire as they retire the Gov- 
ernment capital and purchase ownership. 

Within 60 days after the effective date of this act, each production- 
credit association would be required to subscribe to capital in the 
merged intermediate-credit bank. In the aggregate for the United 
States as a whole, this would amount to 15 percent of the Government 
capital of approximately $86 million, or it would be about $13 million 
that the 498 PCA’s would subscribe. 

Within 60 days they would make a downpayment of a third of that 
subscription. Then within a year they would pay in the second third, 
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and, before 2 years had expired, they would pay in the last third. 

That would be a purchase of “B” stock, an outright purchase of “B” 
stock and would be the only outright purchase that the production- 
credit associations would make. 

Let us see about how that will work for a PCA that has an avera 
of about a million dollars in discounts with its district credit bank. 
It would meaan that the association would subscribe to about $20,000 
of capital. It would pay a third of that within 60 days. That would 
be $6,700 that it would have to pay out of its current assets. Then 
inside of a year it would buy another $6,700 worth and then in the 
second year $6,700 worth, for a total of $20,000 for a production-credit 
Se that did about a million dollars’ worth of business with the 

ank. 

Such an association would have a net worth of somewhere between 
$275,000 and $300,000. So it would be trading assets about this way: 
It would be subscribing about 7 percent of its net worth in this new 
institution, and it would not lose any assets. It would simply give 
up certain assets in the form of cash or Government bonds and sub- 
stitute capital stock of this newly created credit bank for it. 

Mr. McIntire. May I ask a question at that point ? 

Mr. Poage. Certainly. 

Mr. McIntime. Do I understand correctly that in this merged insti- 
tution, it is the purpose to continue stock as an asset on the books of 
the PCA, and that it does not impair the total lending ability of that 
PCA in relation to its total assets ! 

Mr. Toorrein. That is right, in this sense: That its net worth re- 
mains the same, just a substitution of assets; and that credit-bank 
stock can be used for figuring loan ratio purposes. 

But there is this one important difference, and that is that the PCA 
could not pledge the credit-bank stock to the credit bank and borrow 
against it. 

You see, it can pledge Government bonds which it might sell in 
order to buy stock. That is the fundamental difference. It gives up 
some earning power. 

Mr. McIntieez. It may give up some earning power, but if it can’t 
ledge the stock of an FICB as collateral for its borrowing from the 
ICB, then, in the present situation, it can pledge these other invest- 

ments as collateral. Why does not that limit the lending ratio of the 
PCA in relation to its total capital ? 

Mr. Tooretx. I would like to ask Mr. Miles, who is Director of 
Short Term Credit Service, to take that one. 

Mr. Muzgs. As you probably know, by law, a PCA cannot discount 
more than $10 in loans at the bank for each $1 of its net worth. 

Net worth that would be represented by stock purchased in the 
bank would be included as part of its assets and could be used in figur- 
ing that limitation. Tol prsenapets 

r. McInrime. Then you are modifying the existing situation 
slightly by that point? ss sits 
pees, No, I think not; because that limitation is based upon 
the net worth of the association in relation to its loans and discounts 
at the bank. 

Mr. McIntire. Well then—— 
ae SASHA. And it does not specify as to just how those assets are 
inv , 
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Mr. McInt1re. Then the point is that this lending ratio is in re- 
lation to its net worth and not in relation to a physical asset ? 

Mr. Muixs. That is true. 

Mr. McIntime. Thank you. 

Mr. Jounson. You said that the Government capital would go into 
class “A” stock. 

Mr. Toorrny. Yes. 

Mr. Jounson. You did not mention what was going to become of 
the surplus in there. Will that go to the Government or go to the 
PCA’s that have been dealing with it? 

Mr. Tooretu. The surplus from both the corporation and the credit 
bank would become a permanent part of the capital structure of this 
new institution. 

oe Jounson. Are these PCA’s going to own a share of that sur- 

lus 
7 Mr. Tooretu. Yes, sir. 

Mr. Jounson. All the Government will get back will be their orig- 
inal capital, not any of the surplus? 

Mr. Toorety. Unless the credit banks should be liquidated prior to 
the retirement of all of the Government capital, in which event the 
Government as an “A” stockholder would share pro rata along with 
the “B” stockholders in dividing up any surplus. 

Mr. Jonnson. You probably get into it further in your discussion. 

Eventually the “A” stock will be liquidated ? 

Mr. Tooreti. That is true. 

Well now, I have pointed out here this initial subscription to the 


capital stock of the credit banks amounting to 15 Roe of the capi- 


tal. From that point on all of the retirement of Government capital 
from the credit banks would be from the earnings of the credit banks, 
and each year after paying their onerating costs, setting up neces- 
sary reserves, and paying franchise tax, the net earnings of an inter- 
mediate credit bank would be allocated to the users in the form of 
additional “B” stock to the production-credit associations and in the 
form of participation certificates to the OFT’s. 

Mr. Poace. What can the OFI’s do with those certificates? 

Mr. Tooreri. They can treasure them only until all of the Govern- 
ment capital is retired from the system, because this proposed law 
would provide that no dividends may be paid either on “B” stock 
or on patronage certificates until after all Government capital, the 
“A” stock, was retired. 

So that it is a matter of their being an asset which would have 
value at sometime in the future but not currently. 

Mr. Poacs. Could they sell those certificates to a PCA ? 

Mr. Toorerx. Well, I had not thought of that. My guess is there 
would be PCA’s and a good many of them which would have faith 
in the value of those over time. If they were properly discounted 
for the element of time, I would think that there would be PCA’s 
that might be willing to invest in them. 

Mr. Poacr. But there would be no prohibition against the sale 
of those ? 

Mr. Toorety. No; I think not at all. Would you think so? 

Mr. Baewett. No; that is right. There is no provision in the bill, 
Mr. Poage, for the purchase of these by the PCA’s. 
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Mr. Poage. There is no prohibition against it. 

Mr. Bacwetu. That is true. PCA generally have authority to 
invest their funds in such securities as may be approved by the Gov- 
ernor of the Farm Credit Administration but no provision is made 
specifically with reference to these participation certificates. 

Mr. Drxon. Are these OF I’s being divested of some rights there 
of ownership which they have ? 

Mr. Tooretu. No, sir. I can say very emphatically they are not, 
Congressman Dixon, because they have no such rights at the present 
time and never have had any in the credit banks. 

Mr. Drxon. They have helped to build up the service and credit 
structure of the organization. 

Mr. Toorriti. Yes; they have. They have helped to build up some- 
where in the neighborhood—I think as near as we can tell—some- 
where near 20 percent, perhaps, of the surplus and reserves. 

While we are on that point, however, I think it must be obvious 
that it is essentially the big volume of business that the PCA’s 
have given the credit banks, the fact that they account for 85-87 
percent of the volume of business of the credit banks. It has been 
that volume which the PCA’s have given the credit banks that per- 
mitted the credit banks to remain as economical institutions. I think 
the credit banks would have gone out of existence if they had had 
to depend on the OF I’s for business. 

And actually, you see, the PCA’s through furnishing this big 
volume of business have held an umbrella over the OFI’s since 1934 
by supporting for the OFI’s and making available to them a satis- 
factory place where they could discount their paper. 

It is our feeling that on the basis of that alone, and the fact that the 
OFTI’s presently have no ownership interests at all in the surplus of the 
credit banks that they are not being in any way discriminated against 
by not being permitted, under our proposal, to have some ownership 
interest. 

Mr. Drxon. Will their business in any way be impaired through the 
merger ¢ 

Mr. Toorety. Not in any sense. We feel that it is adequately 
guaranteed in the policy statement of the bill and in four or five other 
pe in the act itself, and certainly, in our testimony here and in the 

egislative history. I am sure that you folks will see to it that the 
OFT’s interests are safeguarded, and their opportunity continued to 
have fair access to the credit banks in the future. 

Mr. McInrire. You just mentioned that the PCA could not use the 
“B” stock to collateralize their discounts. 

Mr. Toore.y. Yes, sir. 

Mr. McIntire, I think the record should show whether or not the 
agricultural corporation, OF I, can use these certificates to collateralize. 

Mr. Toorett. They definitely could not. 

Mr. McIntire. They cannot ? 

Mr. Toorretn. No. Although those certificates would constitute—I 
mean the credit banks would have a lien against those certificates in 
case the OFT failed. 

Mr. McIntire. To the extent that any creditor would have a lien 
against the assets of an institution ? 

Mr. Tooretx. That is right, but only to that extent. 
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Mr. McIntire. These certificates would be recognized in the net 
worth of the OFT at par ? 

Mr. Toorety. That is right. 

4 that respect they would not differ a bit from the “B” stock of the 
PCA. 

Mr. McIntree. That is the point I wanted the record to be clear on. 

Mr. Toorern. Just the same. 

Mr. McIntire. Thank you. 

Mr. Toorei.. In this matter of the subsequent retirement of Govern- 
ment capital after this initial subscription on the part of PCA, we 
think that is probably the strongest feature of this and probably if 
it were not for the great flexibility that is involved in this feature, the 
great majority of production-credit associations in this country at 
this time would not want to undertake the purchase of credit banks. 

But you see the way this would operate now, the PCA’s would not 
be saddled with a fixed, rigid schedule of payments which they would 
have to make annually or quarterly in retirement of Government cap- 
ital. After the initial subscription, they would retire Government 
capital from the intermediate credit banks only as the credit banks had 
net earnings and the credit banks would have net earnings only to the 
extent that the interest rate charged by the credit bank was pushed up 
high enough above the cost of doing business to make a net return. It 
would definitely be the policy to not undertake to operate and earn a 
net-return at times when the cost of money was very high, as it is at the 
present, or when the income situation in agriculture was unsatisfactory 
as it is at the present. 

And it would only be in times when the farmers and the produc- 
tion credit associations were in better position to pay that the credit 
banks would be operated for profit. At such times Government cap- 
ital would be retired. 

We feel that is a very strong feature of this bill. And it is a very 
important consideration in view of the present income situation in 
agriculture. 

Mr. Drxon. Would you state whether or not all of the PCA’s have 
funds available without injury for the initial payment? 

Mr. Toorett. It is our belief, Congressman Dixon, that they do 
have. We have not canvassed each and every association on that. 

You see, this total 15-percent subscription would involve about 7 
percent of the net worth of the typical association, and that would be 
subscribed and paid in over a 2-year period. 

We feel that if there are a few associations over the next 2 years 
or so, whose net worth position were such that they could not pay this, 
we would be justified in putting some additional Government capital 
in the form of “A” stock in the association. 

Mr. Jonnson. Is there any provision in case of an emergency get- 
ting the Government’s money back ? 

Mr. Tooretx. Very definitely so, in both the intermediate credit 
bank and the PCA. There is that provision in the present law. It 
would not be changed very much. 

I will comment a little later on a slight change in the revolving 
fund that would be available for that purpose, but the general prin- 
ciple is there. 
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Mr. Hacen. Would you state what possible sources of earnings 
exist to these intermediate banks? Do they just make money out of 
the money they loan to the PCA or do they invest funds elsewhere ? 

Mr. Tooretn. That is a very good question. Primarily it is, of 
course, out of the money they loan through the discounting of paper 
of the PCA’s, and the OFI’s. The also make some loans direct] 
to farmers’ cooperative associations. Although only a very small 
amount of their business is done that way. 

Then they do not have, of course, as income interest on the invest- 
ments that they have made with the Government capital which is in 
the system. 

You see, under this program here we would be changing the cap- 
ital structure of the intermediate credit banks in this way: Presently 
they have a net worth of about $110 million, the 12 intermediate 
credit banks. By combining most of the assets of the production- 
credit corporations with them, we would come up with 12 institutions 
that had a combined net worth of $149 million, considerably stre - 
one the net worth. of the intermediate-credit banks at a time when 
we think they may look forward to a bigger job than they probably 
have ever had before. 

Mr. Poace. You mean what banks—the new ones? 

Mr. Tooreit. The new credit bank which is the merged bank would 
have the $149 million net worth as against the present $110 million 
net worth. 

Mr. Curistoruer. Mr. Governor, in view of your statement a few 
minutes ago that it was costing the Farm Credit Administration about 
300 percent more to obtain money in the public money market at the 
= time, than it did a few years ago, and in view of the present 

epressed condition of agriculture in the United States, would you tell 
this committee what the great hurry is to increase the responsibility 
of the production-credit associations by this merger? Would this be 
a good time? Is this a good time for agriculture or is it a bad time, 
considering the money market and the present condition of the Ameri- 
can farmer? 

Mr. Tooretx. Well, certainly, there have been much more favorable 
times and I think I might say it is not a particularly good time, but 
we are confronted with this situation : 

For something more than 2 years now the employees both of the in- 
termediate credit banks and the production-credit corporations in each 
of the 12 districts have been faced with a knowledge that something 
was going to be done in the way of reorganization. 

They have had the jitters. Some of the very good employees, partic- 
ularly of production-credit corporations, have gone to other jobs, not 
many of them, but it has been difficult if not impossible for the pro- 
duction-credit corporations to step out and hire good competent people 
to replace those who were retiring in the last couple of years, simply 
because of the uncertainty as to what the future is with the production- 
credit corporations in particular. 

We have a morale situation there and a personnel situation that is 
bad. It reduces the efficiency of these two at a time when we feel we 
ought to be giving the best possible service to American agriculture. 

And I am sure it is the feeling of most—well, the great majority— 
of the production-credit association people, the great majority of 
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boards of directors in the 12 districts, as well as our Farm Credit 
Board, that. it is important to get this thing settled and be on our vy ray. 

Mr. CHRISTOPHER. On your way where? You said, “be on our way,’ 
to where ? 

Mr. Tooren.. On our way, sir—on our way to a consolidated institu- 
tion which has only one set of officers instead of tw 0, which will operate 
more efficiently and more economically. 

Mr. Curtsropner. You just said that you thought that you had done 
a good job over the last 21 years, however. 

Mr. Toorein. Yes, sir. And I continue to say that, but if all insti- 
tutions in this country of ours which have done good work were satis- 
fied to rest on their laurels we would not have much progress, 

Mr. Curtisrorner. Is not this tremendous increase in interest cost, 
is not that the feature that is working against our production- credit 
associations and our borrowers? The production-credit rates are 
equal to bank rates in most places in the United States right now. If 
anything happens to increase them we will be driven to the banks for 
credit and our production-credit associations will cease to exist. What 
little saving we could make by merger will be infinitesimal. You 
could not find it with a mie roscope in comparison to what these 
increased interest rates are doing for our associations. 

Mr. Toore.t, Well, we certainly will have to agree that the increased 
interest rates growing out of the increased cost of money loom very, 
very large in comparison with any saving that might be done through 
consolidation, sir. 

Mr. Poager.. Would you say that the consideration of this legislation, 
because it has not become legislation yet, certainly the legislation pro- 
posed here had nothing in the world to do with the increased interest 
rates which have already occurred ? 

Mr. Toorrenn. That is exactly right. And if anyone has any ques- 
tion in his mind about that, all he has to do is to study the statistics 
in the money market. 

Our intermediate credit bank debentures continue to sell at essen- 
tially the same position relative to Government securities, as they 
have down through the years when there was not even any talk about 
merger. 

We have talked with the people who buy our scurities and said, 
“What effect would that have if the credit banks and corporations 
were to be merged—what effect would that have upon the sale of our 
securities ?” 

They say, “Good Heavens, you are talking about making $149 mil- 
lion institution out of one that is presently $110 million. We look 
essentially at the balance sheet and the earning statement.” 

The mere fact of consolidation would not make a whit of difference. 

Mr. Poaaer. Is it not true that this change in the interest rate, which 
I deplore just as much as anybody else—I think it is a bad thing for 
the country. There are differences of opinion about that; but this 
change in the interest rates, is not confined to the Farm Credit Admin- 
istration. It has gone all the way through our whole economy. 

Just this morning I read the financial analysis of the First National 
Bank of Dallas that pointed out that the money available for loans 
had geen greatly reduced in the Southwestern area. 
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It pointed out that the banks were cashing their Government securi- 
ties in order to provide funds to make their ordinary loans, and that 
in turn that many of their corporate depositors had now found that 
the Government securities were now attractive to them, and they were 
turning around and buying these securities and reducing the deposits 
in the banks, and in that way aggravating the very situation that con- 
fronts us. 

It seems to me that what we have is that we have all of the seeds, 
and maybe we have more than the seeds. I think I can see the green 
coming up through the ground, of a good first-class depression or 
panic, call it whatever you want to, because when I look out there 
across to those fields they look to me just exactly like they did in the 
spring of 1929. They have such a striking resemblance. I see exactly 
- e same kind of growth out there on those fields all over the United 

tates. 

Now, maybe it won’t happen this fall. I hope it won’t. But we have 
seen that kind of harvest. 

Mr. CuristorHer. That was the object of my questioning. I wanted 
that brought out and in the record. 

Mr. Poace. I donot think he is to blame for it. 

Mr. Hitt. You do not think the wish is father to the thought. 

Mr. Poace. I lost more money in 1929 than I have ever made any 
year since. I donot wish to go through it again. 

Mr. Hix. That is what I figured. 

Mr. Toorexy. I would just like to add this point, that last year the 
production-credit associations of this country, in spite of this increase 
in money costs, did a greater volume of business than in any other 
year of their history of operation. 

Back again to the matter of operating as near as possible at the 
break-even point in times of low agricultural income. The best guess 
on this—and it really isn’t a guess, it is a matter of using our own 
operating records—indicates to us that on the average the 12 credit 
banks of this country with a ey structure as would be provided 
through this merger would be able to operate with only a one-tenth 
of 1 percent interest rate in order to break even. 

Tam sure I need to clarify that statement. 

The income from their capital which would be invested largely 
in Government securities would come within one-tenth of 1 percent 
of being sufficient to pay the total operating costs. That would be 
for the typical intermediate credit bank in the United States. And 
it would be the intention to operate just as near that break-even cost 
as possible in times like these or even approaching this. 

ver the past 10 years the margin that the intermediate credit 
banks have charged has averaged 37/100ths of 1 percent. The break- 
even point on an average would be one-tenth above debenture cost. 
We would think that over a period of 20 or 30 years, which would 
be probably the time that it would take for the great majority of the 
credit banks to retire all of their Government capital, that the spread 
would have to be in the neighborhood of one-half of 1 percent. Just 
slightly more than it has been on an average for the last 10 years, 
when the credit banks were not retiring Government capital, you see. 

After all class A stock in the credit banks would be retired, non- 
cumulative dividends not to exceed 5 percent would be authorized by 
the act. 
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In the event of liquidation or dissolution of a production credit asso- 
ciation or an OF, the bank could at any time also retire at book value 
but not exceeding par or face amount, the class B stock and partici- 
pation certificates which such association or institution owns. 

I would like to go into just a little the matter of application of 
earnings. 

Mr. olen. What is the reason for that? As I understand it by that 
you mean that if an institution goes broke, instead of having to sell this 
stock on the market, that you take it at par. 

Mr. Tooren.. That is, it would be discretionary. A district board 
or I mean the board and officers of an intermediate credit bank if they 
saw. fit to, would have the authority here to retire in cash the participa- 
tion certificates of an OF I. 

Certainly, that would not be done if it were a very large amount or if 
it would impair the financial standing of the credit bank. We hope 
that there would not be any occasion for that. But it could be done. 

Mr. Poage. It seems to me that it puts considerable pressure on the 
board when the board meets that kind of situation. They will have a 
good deal of sub rosa argument in favor of it. 

Mr. Tooretx. There could be a lot of argument over what the dis- 
count would be on any such settlement. 

Mr. Poacg. I thought you said it would be paid at par. 

Mr. Toore.i. Not exceeding par or face amount, sir. 

Mr. Poags. I see. 

Mr. Toore.tu. Well, now, I would like to go into this matter of appli- 
cation of earnings in just a bit of detail. I realize we have to move 
on here. 

Section 103 of the bill contains amendments which would provide a 
new method of application of net earnings of the bank. After provid- 
ing for valuation reserves and for any losses in excess of such reserves, 
the net earnings of each bank would be applied, first, to the restora- 
tion of any impairment, in the capital stock and participation certifi- 
cates; second, to restoring any impairment in the surplus account of 
the banks; third, 25 percent of the remaining net earnings would be 
used to create and maintain a reserve account equal to 25 percent of the 
outstanding stock and participtation certificates of the bank; fourth, 
if any class A stock stock is outstanding during any part of that year, 
then the credit bank would pay a franchise tax of 25 percent on the 
remaining net earnings. 

That is the same provision that this committee recommended and 
it was enacted in connection with the co-op bank legislation a year ago. 

As long as there is any class A stock outstanding, patronage re- 
funds would be paid in B stock to the production credit associations, 
and participation certificates to the OF T’s. 

After it is retired, of course, then those participation benefits could 
= paid either in stock and certificates or in cash, as the board might 
choose. 

The present surplus that would be retained in the credit bank and 
that to be transferred from the corporation in each district would be 
frozen. It would be not available to pay dividends, but would be set 
HP mp as a part of the permanent capital structure in each credit 

ank. 

We feel that is amply safeguarded. 
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Mr. Briggs mentioned the matter of a letter we had from the Bureau 
of the Budget which took exceptions to three features of this bill. I 
want at this time to tie one of them in with my testimony with respect 
to distribution of assets of a credit bank on liquidation. 

This bill would provide that, after payment of debts, class A stock 
would first be retired at par and then class B stock, and participa- 
tion certificates would be retired at par or face amount. 

Mr. Hacen. You keep talking about liquidation but it is not con- 
templated that these banks wold) however, be liquidated, is it? 

Mr. Tooreti. We feel that it is an academic question, but on the 
other hand, we believe it is very important and particularly when 
Government capital is involved, as it is at the present time, to-define 
the matter of ownership interest on down the road. 

And even after Government capital is retired 

Mr. Hacen. There is no implication in the bill that it leads towards 
liquidation ? 

Mr. Tooretyi. No, we feel that it definitely would strengthen the 
credit banks and certainly make much, much less likely their liquida- 
tion. I think I would like to get in the record at this point the fact 
that no intermediate credit bank could go broke unless and until the 
great majority of the production credit associations and OFT’s which 
borrow from it go broke. They are the primary lenders, and they 
have to lose their assets really before an intermediate credit bank is in 
position to take a loss. 

So we think that the possibility of the intermediate credit bank 
going broke is very remote. But on the other hand, we are required 
by the Bureau of the Budget and we want ourselves, of course, to have 
it clearly understood as to the ownership interest in these institutions 
after the Government capital is retired. 

It was the recommendation of the Federal Farm Credit Board that 
after all of the Government capital is retired the Federal Government 
have no residual interest in this surplus but at this point I should point 
out here the objection of the Bureau of the Budget. 

They say this, that there would be no justification for distributing 
this surplus to the stockholders at time of liquidation, that when a 
bank is dissolved and the surplus is no longer required for the purpose 
for which it was intended, it should be returned to the Treasury, as 
is now provided by law inthe case of the Federal intermediate credit 
banks, which, of course, always have been wholly Government-owned 
institutions. 

While we think this is an academic point, it ceases to be solely that 
from the standpoint of recognizing a continuing Government interest. 
If these institutions, after the production credit associations pur- 
chase them, if the Government were to continue to have an interest 
by virtue of this surplus, our production credit associations think it 
would be very undesirable. It might give a justification to the Gov- 
ernment for interfering in management, and making other require- 
ments that would be objectionable to the purchasers of the system. 

That matter was threshed out pretty well sometime ago in connec- 
tion with the banks for co-ops. We were required to make a similar 
recommendation regarding the banks for co-ops legislation a year ago, 
and both Houses of Congress had the feeling that the recommenda- 
tion of the Federal Farm Credit Board was what it wanted to approve. 
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Mr. Jounson. You are giving the PCA the same deal that the 
banks for co-ops received ¢ 

Mr. Tooreizt. That is right; and that the land banks had before 
them and that the production credit associations have in the retire- 
ment of their own Government stock, you see. There has never been 
any question raised about the latter. 

Mr. McIntire. Would it not also be fair to say that the present 
surpluses of the FICB’s are substantially sums accumulated out of the 
earnings that have been obtained on interest money paid by the par- 
ticipating PCA’s and OFT’s and that substantially these surpluses 
a. accumulations of interest paid by the farmer users of the system ? 

Mr. Tooreti. We believe that, Congressman McIntire. We do not 
subscribe to the view which some advance that these surpluses are due 
solely to the fact credit banks have had the free use of Government 
capital. The credit banks for years have charged a higher margin, 
above their debenture cost, than was necessary to pay their operating 
costs.in order to build permanent capital in the form of surpluses. 
They have consciously done that and prided themselves in increasing 
their own financial strength. 

The alternative to that would be to have called for additional sub- 
scriptions of Government capital to take care of that. I think your 
point is very well taken. 

This is as good a stopping point as any, from my standpoint. 

Mr. Poace. Weare far from through with this discussion. 

Mr. Tooret.. I would try to finish my statement here in half an 
hour whenever you desire. 

Mr. Poace. The committee will stand in recess until 2:30 o’clock. 

(Whereupon, at 12:00 o’clock noon, the committee recessed to re- 
convene at 2 : 30 o’clock p. m., this day.) 


AFTERNOON SESSION 


Mr:Poace. The subcommittee will please come to order. ,; 
We will proceed with Governor Tootell explaining the provisions 
of the pending legislation. 


STATEMENT OF R. B. TOOTELL—Resumed 


Mr. Toorett. Mr. Chairman, the next item I would like to call to 
the attention of your committee is an amendment which would permit 
the credit banks in the future to discount paper submitted to them for 
terms up to 7 years. 

Since the beginning of the credit banks they have been authorized 
to discount paper for terms up to 3 years. Particularly, with the in- 
creased capital requirements in agriculture and the great expenditures 
which farmers have for such things as heavy equipment, the con- 
version in dairy areas to bulk milk tanks, soil conservation programs, 
farm building programs, et cetera, a good many farmers have need 
for a type of credit that truly is intermediate in terms—it is longer 
than 1 year, but shorter than ordinarily is extended on real estate 
security. 

And we feel that there is a definite place for that. 

I might call attention to the fact that Congressman McIntire of 
this subcommittee some weeks ago introduced a bill which would do 
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just this thing. It is a very short bill, and its sole purpose would be 
to increase the possible term of credit bank loans up to 7 years. I 
think I need say no more about that. 

And other features of this bill would make it possible for a complete 
system of inter-bank borrowings between the farm credit units, the 
land banks, the intermediate credit banks and the co-op banks. 

There are times, for period of from 1 week to perhaps 30 days, 
where one farm credit institution is in need of funds, and another farm 
credit institution, either in the same district or in another district, 
has a surplus of funds. 

And by making it possible for them to borrow from each other for 
a short period of time, the efficiency of their operations can be in- 
creased because they use idle funds and the institution that is borrow- 
ing ordinarily can borrow from a fellow member of the system at a 
little more economical rate than they would have to pay in the market. 

Mr. Poacgr. That is one of the problems there that disturbed me 
somewhat. 

I readily see the advantage of the inter-system borrowing but at 
the same time, as I understand it, we have one board sitting here that 
represents each of the segments. That board goes out and if per chance 
any two of the group were to work together, even without the consent 
of a third group in the board, they might borrow that third member 
blue in the face, could they not ? 

Mr. Tooretn. Well, we think it unlikely. 

Mr. Poace. Yes; I think so. 

Mr. Tooretn. But I am sure it could not happen because they are 
required to get the approval of the Farm Credit Administration for 
any such inter-bank borrowing. 

As a matter of fact, our finance officer actually does the arranging; 
he locates the bank that has the surplus of funds and locates the bank 
that wants to do the borrowing, and arranges to get them together. 

And we, as well as the district institutions, have to approve the 
transaction. 

Mr. Poacr. You mean that the local bank making the loan has to 
approve it or does the district board have to approve the local board? 

Mr. Tooreiu. Not the district board. They have delegated that 
function to the officers of the district bank. 

Mr. Poacr. What I am getting at is this: Suppose the land bank 
and the bank of cooperatives wanted to borrow from PCA—put it 
that way—from the intermediate credit bank, and the local inter- 
mediate bank did not want to make them the loan. They would have 
to make them the loan under this. 

Mr. Tooreii. They would not have to. It is a matter of a nego- 
tiated proposition. Just last week the co-op banks borrowed $7 
from the land banks, out of money that the land banks got from the 
recent bond sale. And that was done in a very businesslike way. 
The rate was negotiated. The term, which was a 30-day term, was 
negotiated, and the co-op banks issued a special form of debenture 
which was drawn up and executed in our office, and had to be approved 
both by the Governor and the Deputy Governor, in order to make 
it legal. 

So we think we have the gap plugged up on that very completely. 
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Mr. Poace. Please understand, I think it is a highly desirable ar- 
rangement. I think we need to have that kind of arrangement. 

All I am trying to get at is to make sure that protection there is for 
the institution from which the funds are taken, and in this case it was 
the land bank. I recognize the land bank is probably in the strongest 
position of any of them, is it not? And probably you will never be 
able to take it from the land bank when it is objectionable, but theo- 
retically, the other agencies would have a majority on the board and 
the board makes the decision. 

What I am trying to get at is, would the land bank officials, regard- 
less of any board, have a right to turn down that loan ? 

Mr. Tooreti. They would, indeed. 

Mr. Poacr. That is what I wanted to know. 

Mr. Tooretn. Yes, sir, they would. And we think the fact that it 
would have to be approved by our office as well as probably negotiated 
by our office, means that there are ample safeguards on it. 

Mr. Poace. I think there are safeguards, but I just wanted to make 
it clear that the institution that is putting up the money has to 
consent to it. 

Mr. Toorey. Yes. 

The next point I would like to refer to is that of revolving funds. 
We just touched on it at one point this morning in our testimony. 

The original revolving fund set up for the production credit system 
was $120 million in 1933. 

In 1949 that was reduced by law to $90 million, and $30 million of 
that. was returned to the general funds or miscellaneous receipts of 
the Treasury. 

This bill would reduce that revolving fund still further to $60 
million, which would be ayailable in the future to capitalize produc- 
tion credit associations. 

That matter has been discussed at some length with the district 
boards and the production credit corporation officials in the districts, 
and a year ago it was agreed that $60 million should be sufficient. 

Mr. Poaae. Is that achieved by the provision on page 16? 

Mr. Tooretx. I will ask John Bagwell to answer that question, Mr. 
Chairman. 

Mr. Bacwe tw. Page 16, that is right, Mr. Chairman. 

Mr. Poage. Section 105? 

Mr, Baewett. That is right. 

Mr. Tooreti. Now, as so the revolving fund for the intermediate 
credit bank, there has been a revolving fund of $40 million available 
to add to the capital structure of the credit banks since 1934, and 
from time to time some of that has been subscribed in the form of 
paid-in surplus to credit banks that needed it to support its loan 
volume. 

Presently about two and one-half million dollars of that $40 million 
is out in three of the banks. 

The proposal of the board is that there be added to this present $40 
million revolving fund all of the $60 million of Government capital 
as it is retired. 

In other words, the revolving fund for the credit banks would be 
built up to a total of $100 million out of capital that already is in the 
system. 
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As the $60 million of capital is retired, that money instead of going 
into the general funds of the Treasury, would be added to the revolv- 
ing fund. 

Mr. Jounson. What is the advantage of taking the 60 from one 
and putting it into the other? 

I say, what is the advantage ? 

Mr. Tooreti. One of them is a revolving fund for the production- 
credit associations, which is a distinct thing. 

And the other, a revolving fund for the credit banks. They are two 
separate things. 

Mr. Poace. You reduce the revolving fund ? 

Mr. Toore.u. For the associations. 

Mr. Jounson. And increase it for the bank ? 

Mr. Poagcer. For the banks. 

Mr. Tooret.. And increase it for the credit banks? 

Mr. Jounson. The production-credit associations will have the 
advantage of it because they work through the banks. 

Mr. Toorety. That is right. It is definitely to the advantage of 
the production-credit associations, as well as the OFI’s that the credit 
banks at all times be amply capitalized. 

Of course, you understand about these revolving funds that the 
money in them is not sterilized and tied up, but rather there is simply 
a credit there, I mean a memorandum item in the books of the Treasury 
Department. However, it is a contingent liability that the Treasury 
has to make good on if called upon to put these funds back in. 


Mr. Jounson. And if it isn’t necessary, there would be no $100 mil- 
lion in there except when necessary ? 


Mr. Toorexy. That is right. 

You see, at the present time out of the $40 million of authorized 
revolving fund, there is only $2.5 million subscribed. 

This is another of the points at which the Bureau of the Budget 
disagreed with the recommendation of the Federal Board. 

You see, the sum total of these two revolving funds beng 90 
for production eredit, 40 for intermediate, makes $130 million. 

The Board’s proposal] was that the sum total of the two be $160 mil- 
lion. And the Bureau of the Budget expressed its opinion that the 
present $130 million total should be sufficient, and said it did not 
care how that was allocated as between the two. 

The Bureau even made one suggestion that is not in its letter, that 
possibly the two funds could be combined, so that there would be 
greater flexibility. 

Frankly, we had not explored that, and subsequent to their sugges- 
tion on it we have the possibility of combining the two. But their 
recommendation is that the ceiling for those be the present $130 mil- 
lion rather than $160 million recommended by the Board. _ 

Mr. Jonson. I cannot see how you get your $130 million. You 
had $40 million and you have $120 million. You get $160 million. 

Mr. Tooreti. That is the Board’s recommendation. Wiese! 

Mr. Jonnson. According to the bill by changing $120 million, in 
subsection (a) thereof to $60 million and by changing $40 million in 
subsection (e) thereof, to $100 million—— 

Mr. Toorety. There isn’t in fact, $120 million in the production 
credit revolving fund at the present time and has not been for a good 
many years. It has actually been only $90 million. And this is really 
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to correct in the Jaw a situation which was brought about, a reduction 
in that revolving fund, I think, by administrative action. 

Mr. Bagwetri. By an appropriation act. 

Mr. Toorrt.. By an appropriation act some years ago. 

Mr. Bacwety. In the basic law, the $120 ‘million figure was not 
changed. 

Mr. Tooreti. This is the first time that an effort has been made to 
change that basic law from $120 million. 

There are a number of miscellaneous provisions. One that is very 
significant from our standpoint, has to do with the relationship of 
the merged credit banks to the Corporation Control] Act or the juris- 
diction of the Corporation Control Act. 

Presently, the land banks and the co-op banks, by virtue of having 
some user capital in them, are classified as “Mixed ownership corpo- 
rations” and specifically do not come under the budget provisions of 
the Corporation Control Act. 

The land banks, because they have no Government capital remaining 
in them, are not even subject to audit under the audit provisions of 
the Corporation Control Act. 

The banks for cooperatives when they complete the retirement of 
the Government capital will also be exempted from the audit provi- 
sions of the Corporation Control Act. 

The board recommended identical treatment for the intermediate 
credit banks, feeling that as soon as the production credit associations 
under this law would subscribe to capital in the credit banks, the 
credit banks would become mixed ownership institutions in fact, and 
would immediately become exempt from the budget provisions of the 
Corporation Control Act. 

This brings up the third point at which the Bureau of the Budget 
made an exception. Its point No. 2 was that the intermediate 
credit banks should remain under the budget provisions as well as 
the audit provisions of the Corporation Control Act, until the last 
dollar of Government capital is out: not when the first dollar of user 
capital is subseribed. 

And we fee] that is a rather fundamental difference between the 
two. 

Mr. McIntire. On that point, that is a shift somewhat of the posi- 
tion in the interpretation of the jurisdiction of the Corporation Con- 
trol Act as it applied previously to the other corporations; is it not? 

Mr. Toorrini. We felt that it was. And we felt that it would not 
be desirable, our board felt that way about it. And particularly for 
this reason. Even in the Farm Credit Administration, in our ex- 
pense for the Washington office, we do not get an appropriation for 
tax money. The cost ‘of maintaining the W ashington office is borne 
by assessments which are levied against the district institutions. 

We do go to the Bureau of the Budget each year to get an approval 
to request of Congress the authority to spend the money which we 
get from the district institutions through assessments on them. 

So long as the credit banks and the corporations were wholly Gov- 
ernment owned, we felt, of course, that it was entirely proper that we 
go through that routine in order to get approval of the budgets for 
these district institutions, even though those funds came out of their 
operating income. 











70 FARM CREDIT 





But it is the belief of the Board that as soon as the intermediate 
credit banks become mixed ee institutions, in other words, 


as soon as the PCA’s make their initia 
visions should no longer apply. 

Mr. Poage. And as soon as the payments are all made, the Govern- 
ment steck is all retired, the audit provisions should not apply. 

Mr. Toorett. That is the feeling of our board. And as a matter of 
fact, the Bureau of the Budget raised no objection to that. 

I have mentioned this matter of the expenditures in the Washington 
office. And earlier this morning I talked about our desire to operate 
the system as economically as possible. 

Since the Farm Credit Administration, our Washington office, and 
folks who are on the Washington payroll become an independent 
agency in December 1953, we have reduced the personnel of the Farm 
Credit Administration by 25 percent—from a total of 322 payroll 
strength as of early December 1953, to 245 presently. That was not 
just a matter of reducing the number of clerks and stenographers and 
so forth. We eliminated two deputy governor positions, and we have 
cut out other higher salaried people. We think that is a rather typi- 
cal cross section. 

We believe we have done it without any impairment at all in the 
efficiency of our operation. 

Again we employed the Arthur Anderson people a year ago last 
winter to make a study of our examination organization and pro- 
cedure, and we have reduced the size of our examination force by a 
third, and its expense by essentially that same amount. 

The district institutions believe, and we believe that we are getting 
a better examination job done, one that results in more readily usable 
information for management, than we had under the old system. 

I cite those things because they have quite a bearing on this matter 
of economical operation. 

We have been able to absorb all of the mandatory pay increases, 
the longevity pay increases, the increased per diem expenses and all 
of those, and at the same time reduced our requests for appropri- 
ations for the authorization for the Washington office by $90,000. 

Mr. Poace. What has happened in the field? 

Mr. Tooretu. The field has just about held even on its personnel. 

There has been a slight increase the last 2 years in the intermediate 
credit banks because of greater volume of business, but it has been 
just a very few. 

This Arthur Anderson report that was made for us just this past 
winter indicates possibilities for rather substantial saving that would 
come about with the streamlining that would be possible with this 
merger. Much of it would be in the discount operations of the inter- 
mediate credit banks, as a matter of fact. 

We believe these further savings that will be made will make it 
possible for us to extend every bit as good service or better service, 
and do it at actually a lesser cost than at the present time with our 
present organization. 

Mr. McInvire. On that matter which you just referred to there 
in the reduction in the overhead and personnel, that is exclusive of 
the cooperative service division which remained in the department? 

Mr. Tooretn. That is right. The cooperative service division 
stayed in the department. 


payment, that the budget pro- 
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Mr. MoIntire. And this change as to the number of personnel 
which existed prior thereof as an independent agency did not involve 
a change in relation of the department service division—I mean this 
change in personnel is subsequent to the establishment of that? 

Mr. Tooretx. Yes, itis. That is right. And as of the effective day 
when the personnel was transferred—well, the coop service people 
were transferred out—— 

Mr. McInvtre. Yes. 

Mr. Toorrti. That was the personnel strength on the effective day. 

Mr. Chairman, I should like next to close with some comments 
about the status of OFT’s or the other financing institutions, and their 
relationship to this system. 

There are at the present time about 90 OFT’s that are discounting 
with or borrowing with the intermediate credit banks. 

During the fiscal year ended last June they contributed about 9 
percent of the total volume of business of the 12 banks. 

I might say that the percentage of business that they contributed 
varies materially between districts, from 14% percent in the Colum- 
bia district to about 25 percent in the Berkely district. 

Mr. Poacr. What do you mean; 114 percent of what ? 

Mr. Toorett. Of the total volume of business done by the credit 
bank, 

Mr. Poace. Of all of the business done in the United States? 

Mr. Toorreit. Done in these respective banks. One and one-half 
percent done in the Columbia district; 25 percent in the Berkely 
district. But 9 percent average for all 12. And in your Houston dis- 
trict it runs a little better than 20 percent usually, Congressman 
Poage. That is the second largest from the standpoint of OFI busi- 
ness, 

Some of the OFI’s have expressed objections to us—they did at our 
hearings last summer—to some of these proposals. 

Our board has gone to great lengths to take into account the in- 
terests of the OFT’s. 

Mr. P. O. Wilson, who speaks for a rather large number of them, 
has met with our Federal Farm Credit Board on at least two occa- 
sions and discussed our mutual interests. And the Board has given 
a good deal of consideration to his recommendations. 

One of the principal objections of the OFT’s to the proposed legis- 
lation is that they would not be permitted to acquire ownership in the 
credit banks the same as would the PCA’s. 

Now I want to point out that the Federal farm credit system is 
made up of cooperative instiutions, supervised by the Farm Credit 
Administration. They are, for the most part, farmer owned. And 
the policy of the Farm Credit Act of 1953 is to encourage and facili- 
tate farmer ownership and control of all institutions in the system. 

The OFI’s with which the credit banks are authorized to deal, con- 
sist of a wide variety of types of organizations. They include State 
and national banks, agricultural credit corporations, organized by 
banking interests and operated as affiliates or companion lending 
agencies, agricultural and livestock credit corporations set up as sub- 
sidiaries or affiliates of farmers cooperative associations, and credit 
corporations organized by small groups of local investors to engage 
in the lending business. Credit unions are also permitted by law to 
discount. 
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Mr. Poage. Do any of them doit now? 

Mr. Toorety. Not at the present time. 

There are two, I am told. 

Thus, the OFI’s represent widely different interests. They are 
organized under statutes of various jurisdiction. They do not serve 
common purposes or objectives, and are not under a common super- 
visory authority. The majority of them are organized and operate 
for profit, and are not farmer owned. 

In contrast to OFT’s, the production credit associations are local 
cooperative farmer-owned organizations, which exist for the single 
purpose of making sound loans at cost to their members. 

They are organized and operate under a single Federal statute, 
with similar policies and objectives. 

They are subject to a consistent pattern of supervision and examina- 
tion through the Farm Credit Administration. 

They elect two members of the seven-man board of directors in 
each district and participate in the nomination of persons for con- 
sideration by the president in selecting members of the Federal Farm 
Credit Board. 

And these associations furnish the great bulk of the business of 
the credit bank. 

It is wholly consistent with the concept of the Federal farm credit 
system as a coordinated group of cooperative institutions to be owned 
by farmers and ranchers, that the purchase of the credit banks should 
be accomplished by the production credit associations, acting together 
to that end. 

The fear has been expressed that once the credit banks are com- 
pletely owned by the production credit associations, that their facili- 
ties would not be equally accessible to the OFT’s. There are two 
reasons why we believe this cannot happen. 

First, it is the declared policy of this act to make the facilities of 
the credit banks equally accessible to the OFT’s. 

And secondly, under the bill the banks would continue to be con- 
trolled by the several district farm credit boards, and also operate 
under the general supervision of the Farm Credit Administration. 

And as a matter of fact, we could not discharge our duty as a farm 
credit administration if we did not see that the law was enforced and 
the OFT’s were given equal access, 

I would like to summarize our views with regard to this bill and 
the OFT’s on these points. 

One, the OFT’s are guaranteed the right to utilize the credit facilities 
of the Federal intermediate credit banks upon the same terms and at 
the same rates of interest as the production credit associations. 

Two, the banks would be authorized to make direct loans to OF I’s 
on the security of any collateral approved by the Governor or as may 
now be done, by the production credit associations. 

The present law does not specifically authorize direct loans to OF I’s 
except on the security of notes eligible for discount by the banks, 

In other words, this is a change made to improve the accessibility 
and service of the credit banks to OFT’s as such. 

Mr. Poace. To accept the general credit of the OFI than to accept 
a specific pledge, is that it? 

r. Toorreiy. That is correct, sir. Rather than just to accept agri- 
cultural paper. 





FARM CREDIT 73 


Three, the production credit associations are restricted to borrow- 
ing from and rediscounting with the credit banks, whereas the OFI’s 
are free to obtain funds from any source. 

And not infrequently do, from other sources. 

Mr. JoHnson. Can they give you one type of paper and give a better 
type of paper to somebody else, or do you have some say-so about it? 

r. TooreLt. We have no say as to that. We have control only over 
the pane which they offer us. 
r. Poace. But you do not have to take it ? 

Mr. Tooreti. We do not have to take it. 

Mr. McIntire. Might I say as to that point, does the FICB have to 
take the paper offered by the PCA ? 

Mr. Toore.u. It seems to me that I have heard at times that they 
have refused to accept PCA paper. [Laughter. | 

Mr. Poace. To go a little further on that, you have pointed out that 
the PCA’s cannot borrow from anybody else. 

Mr. Toore.yt. Right. 

Mr. Poacs. Why do we limit the PCA’s to this source of credit as 
being exclusive? Why do we make it exclusive? Is it simply to pre- 
vent them from becoming general credit institutions ? 

Mr. Toore.i. I would think there are two reasons that come to mind 
and then I will ask Mr. Miles if he has any to add. 

One, of course, is to avoid this matter of split lines of credit which 
might develop into a very unsound proposition. And the other is 
the production credit system was set up as a complement to the inter- 
mediate credit bank system and to provide the channels through which 
the credit bank, as a secondary bank of discount, would reach the 
farmers. If for a temporary period of time when the PCA’s might 
be able to borrow equally advantageously outside of the credit banks 
or even more advantageously, they did that, and pulled out from under 
the credit bank, you might not have a strong credit bank at a time 
when you needed it. 

Do you have any other points? 

Mr. Mixes. I think that covers it. I might add this, that even 
though OFI’s have the opportunity to go elsewhere for credit, split 
lines of credit are not looked upon favorably by any credit institution. 

Mr. Poacre. My bank does not look upon that practice favorably, 
either. 

Mr. Toorets. Point No. 4 the OF I’s would share in the future earn- 
ings of the credit bank on the same basis as the production credit asso- 
ciation. That is, on the basis of the patronage that they contribute. 

If a dividend is paid on class B stock held by production credit as- 
sociation, under this law a like dividend would have to be paid on the 
participation certificates, the participation certificates that are in the 
possession of the OF'T’s. 

And point five, participation certificates held by the OFT’s would 
be entitled to the same rights as those applicable to class B stock held 
by PCA’s with respect to the retirement of such holdings. 

Although liquidation or dissolution of the credit bank is not in- 
tended or foreseeable, the OFI’s would in such eventuality, share in 
the surplus and reserves of the banks accumulated after the effective 
date of the bill on the same basis as the production credit associations. 

As both Mr. Briggs and I have previously indicated, the board has 
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given a tremendous amount of thought to this legislation. It has been 
participated in by a very high aeons of the officials of production 


credit associations, directors of production credit associations over the 
country. We are impressed with, might I say, the impossibility of 
ever getting 498 production credit associations scattered all over the 
United States to agree unanimously on any single point. I believe 
that is an accurate statement. 

We know that a very substantial majority of the PCA’s in this coun- 
try are favorable to this legislation. 

The Board feels that it would enable our farm credit system to better 
serve and more efficiently serve the farmers and ranchers of this coun- 
try. And we will appreciate favorable consideration that your com- 
mittee may give to it. 

Mr. Poage. Mr. Tootell, Mr. Gathings has a question. 

Mr. Garutnes. I would like to ask you with regard to the allocation 
of this $60 million. As it stands now, there is a $5 million capitaliza- 
tion in the 12 banks, and under the terms of this legislation that money 
would be reallocated, but it would be on a different scale than the 
present $5 million, and I would just like to know what basis and what 
criteria you would use in reallocating the funds to the 12 districts; 
what rule and guide would be followed by you in doing this? 

Mr. Tooreti. Well, each of the district credit banks would have the 
sum total of its reserves and surplus—credit bank reserves and sur- 
plus of the Production Credit Corporation that is involved in the 
merger plus the capital of the Production Credit Corporation. 

Now, each of the 12 would have that. 

Then the $60 million of credit bank capital, the original credit bank 
capital that up to now is allocated on the basis of $5 million to each 
would be reallocated in a manner that would give a total ne mai to 
each of the 12 that would support at the same ratio the volume of 
business which it is contemplated each of those 12 would have in the 
next few years. 

Let me see if I can make that clear—— 

Mr. Gatuines. How do you arrive at that ? 

Mr. Toorety. It is largely on the basis of the volume of business, 
the peak volume of business which each of them has had during the 
last 5 years. And so far as I know, we have made no adjustments from 
that. It has been a matter of the peak volume of each credit bank for 
the last 5 years. We take that and determine what percentage that 
is of the total peak volumes of all 12, and then we prorate, get a pro 
rata share, you see, of $60 million. The district pro rata share. 

What it actually would figure out would be to give the credit banks 
the capital to support at approximately a 6-to-1 ratio their anticipated 
volume of business. 

However, the proposed law is not specific on that matter of ratio. It 
simply rb that the capital would be allocated in a manner to be de- 
termined by the Farm Credit Administration in an equitable manner. 

Mr. Garuines. Do you have any data at hand now to give the com- 
mittee an estimate of just what that would mean to the 12 districts? 

Mr. Tooreit. Mr. Miles could do that, yes. 

I would like to ask, Mr. Chairman, that Mr. Miles answer that and 
comment further on it. 

Mr. Mirxs. You understand, gentlemen, that these allocations may 
change between now and the end of this year, before the bill becomes 
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effective, because of the business that will be done by the respective 
banks during the remainder of the period. 

These estimates were made to illustrate to the associations the man- 
ner in which the capital might be reallocated in order to give them 
an idea as to what they could expect in the matter of capital structure. 
So they are estimates, and they are not final figures. 

In District No. 1, Springfield, it is estimated that the peak indebted- 
ness that we could normally expect over the next several years would 
be $45,785,000. They have actually had a $45 million peak. They 
would have a total net worth of their merged bank of $600,000, in 
round numbers. They would have remaining out of their present $5 
million capital, $650,000. 

In the Baltimore District, it is estimated that they would have a 
peak indebtedness of $48 million; they have actually had a $47,305,000 
— within the past 5 years. They would have a total net worth of 
$7,960,000. They would have of their $5,000,000 capital now, 
$1,385,000. 

In the Columbia District, it is estimated that they might reasonably 
expect to have a peak indebtedness of $85,800,000; they have actually 
reached a peak for the past 5 years of $84,500,000. They would have 
an allocation out of the $60 million of $7,550,000. 

In the Louisville bank, it is estimated they would have a peak of 
around $99 million. Actually, as of now, since these figures were 
compiled, they have hit a peak of $100 million. So they are right up 
to that peak at the present time. They would have a total net worth 
of their bank of $16,400,000, in round numbers. And they would 
have out of the $60 million, $7,750,000. 

In New Orleans, it is estimated they might have a peak of $83,580,- 
000; they have actually hit a $82 million peak. They would have a 
net worth of $13,852,000, and would have out of the $60 million, 
$7,685,000. 

St. Louis, it is estimated, would have a peak of $92,195,000, and 
unless they have hit a new peak in the last few months—they have 
had a peak of approximately $91 million—they would have a total 
set worth of $15,280,000, and out of the $60 million would have 
$7,835,000. 

St. Paul, it is estimated, would have a peak of $56,870,000. They 
have actually hit a peak of $56 million. They would have a net worth 
in that merged bank of $9,425,000. They would have $665,000 of 
the $60 million. 

Omaha, it is estimated, would have a probable peak of $61,600,000; 
they have actually hit a $160,600,000 peak; they would have a net 
worth of $10,213,000, and would have $1,890,000 of the $60 million. 

The Wichita estimated peak is $63,400,000. They have actually 
hit a peak of $62,440,000. They would have a net worth of $10,508,- 
300. They would have $3,245,000 of the $60 million. 

Houston has an estimated peak of $103 million; they have actually 
hit a peak of $101-plus-million; they would have a net worth of $17 
million, and they would have $8,355,000 of the $60 million. 

Berkeley has an estimated peak of $86,800,000; they have actually 
hit a peak of better than $85 million; they would have a total net 
worth of $14,386,000; they would have $7,785,000 of the $60 million. 

Spokane has an estimated peak of $74 million in round numbers; 
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they are actually hitting $72,800,000 now; they would have a net 
worth of $12,250,000, and would have $5,200,000 of the $60 million. 

These figures, as estimated, are based upon preliminary estimates 
that were worked up for illustrative purposes in our discussion in the 
respective districts. 

Mr. McIntire. Mr. Chairman, may I ask a question ? 

Mr. Poaae. Yes, sir. 

Mr. McIntire. Along that basis, then, the ratio of capital to total 
loans vary somewhat from district to district ? 

Mr. Mixes. No. On that basis, the net worth figure of the merged 
bank in relation to its estimated peak would be on a 1-to-6 ratio for 
for all the banks; this would set them all up on a 1-to-6 ratio, as based 
on their estimated peak volume of business. 

Mr. McIntire. The amount of that $60 million which you put in 
to supplement the existing capital structure on the basis of the peak 
loans which you mentioned, did that not follow a 1-to-6 ratio there, 
did it? 

Mr. Mixes. Take Springfield, for example, with an estimated peak 
of $45,785,000, they would have a capital structure of $7,600,000, 
approximately. So I believe if you multiply that out, that is pretty 
close to 6-to-1. 

Mr. McIntire. I thought in some of the other your existing capital 
was already about 1-to-6, and you were still putting your $3 million 
In it. 

Mr. Mixes. No; these all figure out so that their ratio of estimated 
capital structure to total indebtedness would be on a 1-to-6 ratio; 
they are all put on a 1-to-6 ratio basis. 

Mr. Toorety. I would like to make this further statement, Mr. 
Chairman, with regard to this. It is evident, I believe, to the com- 
mittee that we have given a good deal of thought to this, and we feel 
that to date this is as near an equitable approach as we have found. 
but the board has instructed us to continue to study this matter, and 
see if we can find a more equitable basis for reallocation, and if so, 
we would, of course, expect to adopt that. 

I would just point out that the loss of capital on the part of about 
half the districts that would be losing it appears to be a bit serious 
to them. But on the other hand, they have had the benefit of being 
overcapitalized, and have had the earnings from considerably more 
capital than they advantageously used for a number of years. 

If we did not allocate it on the basis of uniform ratios, it would 
seem to us that we would be penalizing the districts that had gone 
out and actively built up their volume of business and made the most 
effective use of their capital. 

Now we realize that they don’t all have the same potential at all. 
Of course, the consolation to the districts that lose so much capital 
is that they have comparatively little Government capital to retire. 
That would be true of Mr. McIntire’s and Mr. Johnson’s districts. 
they would have a relatively small amount of Government capital 
to retire, and would be out of the woods on this thing in a relatively 
short period of time. 

Mr. Poace. Mr. Christopher wanted to ask some questions. 

Mr. CuristorHer. Governor, on page 3 of the bill, beginning with 
line 24, the bill says: 
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Officers and employees, notwithstanding any other provision of the law, the 
employment of officers and employees of each Intermediate Credit Bank and 
each Production Credit Corporation is terminated on the effective date of this 
Act. The Board of Directors of the Federal Intermediate Credit Bank shall, not 
later than 60 days prior to the effective date of this act, take all necessary action 
to reemploy as of such effective date— 

And so forth. 

Can you tell this committee approximately how many employees 
would be suspended at that time ¢ 

Mr. Toorett. Mr. Chairman, the number that would be suspended, 
of course, would be the total number of employees of the 12 corpora- 
tions and the 12 credit banks. Now, that will average about 12 or 
14 employees of each corporation, Mr. Miles, and about 20 for each 
credit bank ? 

Mr. Mixes. That is right. 

Mr. Toorety. Just about that. And, of course, under the provisions 
of this, they would all be suspended, that is, to untie the hands of the 
District Farm Credit Board. 

Certainly, the great majority would be reemployed. 

Mr. Curisroruer. There is nothing in the legislation, however, to 
even direct that you reemploy any of these people; that would be 
entirely up to the board whether you employed any of them or not? 

Mr. Tooretn. Well, the legislation itself says that the board shall 
reemploy any and all who are needed and who are considered qualified. 
And it certainly would— 

Mr. Garuines. The words “the board determines” down here in lines 
7 and 8, so that is the board that determines these things ? 

Mr. Tooreiy. That is right. 

These employees are presently employed as the boards have deter- 
mined, and only as the boards have determined. 

Mr. Gatutnes. I know, but when you lose your livelihood all at 
once by virtue of one stroke of the pen, your job is wiped out, and then 
your fate is left in the hands of the board, as the board determines 
how you fit in the scheme of things. 

Mr. Poacr. We created this board, and I think we have got a pretty 
representative board. I haven’t seen them playing any politics. I 
think we have done a fair job. They selected these individuals that 
are involved right, it wasn’t somebody else, they are not holdovers from 
the Democratic administration, these individuals were employed by 
this present board, every one of them. 

Now, if this board is trying to get rid of anybody, it is trying to get 
rid of its own employees and not some past administration employees. 
Every man and woman that works for the Intermediate Credit Bank, 
the PEC’s know, have known for the last year, that legislation was 
pending that involves their jobs. And the quicker it is passed and the 
thing is stabilized, I think the quicker you are going to get some kind 
of stabilization in the employment. 

If you don’t do it, I don’t think you are ever going to do it. And 

I don’t think you ought to leave this thing hanging as it is hanging 
now, you will never get people who have the security of tenure ‘that 
is needed if they are going to do a good job. I think we are seeing 
ghosts, 
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Mr. CurisropHer. I want to thank the chairman. The things I 
have lived through for the past 30 years have made me just a little 
suspicious. And the fact that I come from Missouri also indicates that 

I have to be shown. Iam glad to be shown, but I have got to have it 
done, I am not satisfied until it is done. 

Mr. Poace. We are glad to get everything cleared up. 

Mr. McIntire? 

Mr. MoIntiree. Could I ask the Governor one question ¢ 

Mr. Garutin6s. I don’t think it is cleared up yet. 

Mr. McIntire. Governor, in connection with the termination of 
employment and the reemployment of any of these people, will it be 
possible administratively to protect all of the retirement benefits which 
those who are reemployed may have accumulated in a separate cor- 
poration, their tenure of service and their retirement benefits, under 
whatever system of retirement they may have: can that be protected ? 

Mr. Tooretn. Yes. It is provided here that even though they are 
terminated, that if they are reemployed their employment will be 
construed as being continuous and will be protected. 

And I might say this that we don’t believe there is one of the 12 
district boards in the country that will have anything other than a 
completely human attitude toward this problem. We are sure that 
there will be quite a number of situations where individuals, who have 
been with either one or the other of these district institutions for a 
number of years and are close to retirement, will be continued for a 
year or two even though the Board would know that they could get 
along without them. 

We know situations where district boards already have said that is 
what they would do. And actually, the total number involved will be 
few. And it is mostly going to occur through attrition, not filling 
positions that become vacant. 

Now, we wouldn’t say that would be the total; there wil be a few 
people who will not be reemployed. But, they are going to know a 
long time in advance on this thing and they are going to be assisted 
in getting employment. We feel that is not going to be a serious 
problem for any of the employees. 

And, by the way, this is a pretty good time for people to be looking 
for employment, a much better time than when there are a great many 
unemployed. 

Mr. McInrvyre. Might I ask also at this point, Governor, that with- 
in the present employment of these two corporations, say at the district 
level, from that group of people will be drawn in very large measure 
those reemployed in the new merged corporation ? 

Mr. Toorerz. I would be willing to bet that there won’t be 5 new 
people in all 12 districts brought in from outside. There may be a 
situation in two or three districts where the Board may feel that there 
isn’t—in either of those institutions at the present time—a person who 
they feel could satisfactorily head up the new institution. 

What they probably will do is to reach over into the land bank or 
the cooperative bank in that same district and pick out someone who 
is a tried and true employee. But there will be very little of that. 
And practically everyone who is reemployed—and practically every- 
one I mean, who is in the new organization—is going to be a person 
who presently is employed. 
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Mr. Gaturnes. Governor, I am sure that we all feel that you are 
doing a splendid job as Governor, and I know that you have a good 
Board. I am proud of it. And I feel that proper discretion will be 
used in this authority, no doubt. 

You can clearly see the uncertainty and unrest that would exist if 
we would write a piece of legislation saying that you were out of a 
job and the other 12 members on the Board were thrown out, and you 
may be reappointed and you may not—you can see the consternation 
that would exist in the minds of the people that are involved. 

Mr. Tootriy. It would be only natural for the employees of both of 
these institutions in each district to be apprehensive, and I think it 
is rather remarkable that a very high percentage of them do favor 
this legislation in spite of that fact. There are only a few of the 
employees of either the Production Credit Corporation or the Inter- 
mediate Credit Bank who have gone out and opposed this legislation. 

Mr. Gaturncs. You can clearly see, Governor, that it would be to 
the advantage of a lot of these folks to ride along on the white horse, 
don’t you think # 

Mr. Tooreti. Well, if they had assurance that they were going to 
be on the white horse. But I don’t know where they would get that 
assurance. 

Mr. JoHnson. One more question I would like to ask. I am new on 
the committee. 

How, originally, were these individuals appointed? Was it by 
civil-service examination, or did they come up from the ranks? 

Mr. Tooretn. You are talking about the employees of the produc- 
tion credit corporations and the intermediate credit banks ? 

Mr. Jonunson. Yes. 

Mr. Toorrti. The people in neither institution are under civil 
service, except as to the Civil Service Retirement Acts. They were 
employed by the board of directors of the respective districts. 

Mr. Jonson. How many years ago? 

Mr. Toorett. Oh, many of them go back to the beginning of the 
corporations, and some of them even to the beginning of the credit 
banks, There were a few who were originally employees of the credit 
banks in 1923. 

Mr. Poace. Well, now, Governor, isn’t it correct that every one of 
these were employed by your new board ? 

Mr. Tooreti. No, sir. 

Mr. Poace. They were not? 

Mr, Tooreiy. No, sir. 

Mr. Poagr. They were not ’ 

Mr. Toorety. No, sir. 

Our new board in the Farm Credit Administration here exercises 
jurisdiction over the approval of appointment only of the senior 
officers of the district farm credit institutions. We have delegated 
to the respective districts, the boards and the officers in those districts, 
the matter of approval of the employment, and even the compensation 
of their officers below the senior officer level. 

Is that not right, Mr. Bagwell ? 

Mr. Bacweuzt. Mr. Chairman, I wonder if the committee under- 
stands that the board we are talking about here is not the Federal 
Board in Washington; it is the farm credit board of the district—New 
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Orleans, Houston, St. Paul. It is the district farm credit board which 
would do the hiri ing. 

Mr. Jounson. They will do the rehiring, too? 

Mr. Bacwe.u. That is correct; it is not the Federal Board in Wash- 
ington. 

Mr. Toore.y. That is right. 

You see, practically, there are very, very few people employed in 
either of these institutions in any district who were employed since 
the Federal Farm Credit Board came into existence. They are prac- 
tically all people who have been employees for many years at these 
institutions. There are a few new ones, as a result of some of the 
older people having retired, but only as a result of that. 

Mr. Poacr. If there are no further questions, we are very much 
obliged to you, Governor. And we will turn to our list of witnesses. 

We want to thank you for your statement. I want to say, as chair- 
man of this subcommittee, that I think that the Farm Credit Adminis- 
tration has done an excellent job and on this particular item, that 
you have cooperated with the Congress in an admirable manner; and 
we appreciate the thoroughness with which you have gone into this 
thing and the democracy with which you have handled it because we 
believe if we could have this kind of bac kground for all of our legis- 
lation, we might have less votes in the future. 

We are very much obliged to you. 

Mr. Jounson. I would like to compliment the gentleman. I have 
been impressed by the way he knows his subject. He did not have to 
ask any of his assistants here to come to his aid-but showed he was well 
informed on all phases of the operation. It made quite an impression 
on me. 

Mr. McIntire. I would like to join in the commendation of the 
presentation to this committee. 

Mr. Toorreti. Thank you very much, gentlemen. 

If there are any other questions that either of my associates or I 
could answer we would be very glad to try to do so. 

Mr. Poacr. If some of you will stay with us, we probably will ask 
some questions as we go along. I know that we have a number of 
witnesses from out of the city here, some of them are trying to get 
home late tonight, and we are not going to stay in session very long 
this afternoon. 

And I am going to start down this list in the order in which the 
clerk has given it to me and ask who is trying to get out of town tonight. 

The first name I have is Glen Harris. 

Mr. Harris. I will be here tomorrow. The other members of my 
committee will have to leave tonight, some of them. Personally, 
will be here tomorrow. 

Mr. Poace. Weare trying to get to those who have to leave. 

Mr. W. F. Woodruff. 

Mr. Wooprurr. I want to leave tonight. 

Mr. Poacr. We will hear you as the next witness, but let me check 
the rest of these names. 

Mr. Wilmer Smith. 

Mr. Smiru. I want to leave. 

Mr. Poace. Mr. J. D. Chambers. 
Mr. Cuampers. I would like to leave, too. 
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Mr. Poage. Mr. James Crouch. 

Mr. Croucn. The same. 

Mr. Poagce. You want to leave. 

Mr. King Banks. 

Mr. Banks. I will be here tomorrow. 

Mr. Poaer. Thank you. 

Mr. Jack Lacy. 

Mr. Lacy. I will be here tomorrow. 

Mr. Poage. Mr. Larson. 

Mr. Larson. I will be here tomorrow. I would like to appear early 
in the morning, if possible. 

Mr. Poacr. We will try to see that you have that opportunity. 

Mr. C. D. Miller. 

Mr. Miter. I will be here tomorrow. 

Mr. Poage. Mr. R. O. Justice. 

Mr. Justice. I will be here tomorrow, Mr. Chairman. 

Mr. Poacr. Thank you, sir. 

Mr. George Hays. 

Mr. Hays. We can be here tomorrow. 

Mr. Poacr. Thank you. 

Mr. B. L. Hauenstein. 

Mr. Havenstern. I will be here tomorrow. 

Mr. Poace. We will start right now and go as far as we can, with 
Mr. Woodruff. 

Right now we will call Mr. Woodruff. 

We are delighted to have you, Mr. Woodruff. 


STATEMENT OF W. F. WOODRUFF, OF NASHVILLE, N. C., THIRD 
DISTRICT, PCA ADVISORY COMMITTEEMAN 


Mr. Wooprurr. I am W. F. Woodruff of Nashville, N. C., third 
district PCA advisory committeeman. I represent the States of 
North Carolina, South Carolina, Georgia, and Florida. 

In our district we have 87 associations loaning approximately 120 
million dollars per year. Our loans cover cotton, tobacco, peanuts, 
corn, citrus fruits, vegetables, cattle, hogs, dairy, poultry, grain, and 
many other forms of agriculture, including one commercial holly 
grower who grows about 200 acres of commercial holly. 

My district approves H. R. 10285, 100 percent. Last year my dis- 
trict favored section 201 which was deleted from the Farm Credit Act 
of 1955 by majority vote, about 75 percent of our district. 

We in the third district think that the deletion of section 201 from 
the Farm Credit Act of 1955 was a long step toward the advance- 
ment of production-credit associations. H. R. 10285 follows the man- 
date of Congress to take steps to retire Government capital. It has 
flexibility to take care of bad times and weak operations. It increases 
user control over the source of money to conduct their operations. 

This bill has the support of about 90 percent of the 498 production- 
credit associations in the country. The PCA members of my district 
will appreciate all the help you gentlemen can give us in securing pas- 
sage of H. R. 10285. 

Mr. Poace. Mr. Woodruff, we are very much obliged to you. I 
would like to ask you to make one change in your statement and call 
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this the Cooley bill instead of referring to it as H. R. 10285. The 
chairman of our committee is your fellow townsman. 

Mr. Wooprurr. We will be very glad to do so. 

Mr. Poacr. We are very proud of him and very proud to have you 
here from Nashville, N. C. 

Mr. Wooprurr. We will be very glad to accept either you bill, 
Mr. McIntire’s, Mr. Hope’s, or Mr. Cooley’s. 

Mr. Poace. We appreciate that. 

We are delighted to have you here. 

Are there any questions? If not, thank you again. 

Now, Mr. Wilmer Smith. 


STATEMENT OF WILMER SMITH, CHAIRMAN, NATIONAL ADVISORY 
COMMITTEE TO THE BANKS FOR COOPERATIVES, WILSON, TEX. 


Mr. Surry. Mr. Chairman and members of the committee, I have 
a short statement to make. I will speak from notes, rather than from 
a prepared statement. 

Mr. Poace. That is all right. 

Mr. Smrru. I am a farmer from Newsome, in west Texas. I am 
chairman of the plains cooperative oi] meal board and chairman of 
the national advisory committee of the stockholders of cooperative 
banks to the Federal Farm Credit Board. 

But this afternoon I am going to talk as a farmer, not as.a member 
of that organization. 

There are three things that have been pointed out in this bill that 
might be of interest to cooperative people and for that reason I appear 
on this hearing. 

The first one is that the cooperatives by this bill would be prohibited 
from discounting paper or loans that they might make to farmers 
with the intermediate credit banks, and thereby creating a duplica- 
tion of loans with the production credit. 

The second part that might be of interest to cooperatives is section 
104 of the bill which would authorize the Federal intermediate credit 
banks to make loans to cooperatives “upon terms and rates of interest 
approved by the Farm Credit Administration,” that very thing that 
Governor Tootell was talking about a few moments ago. 

And the third thing that might be of interest to cooperative people 
is section 201(c) of the bill that would amend the National Bank 
Act to remove the present limitation on the national banks investing 
in debentures issued by the bank for cooperatives. 

A national bank is now prohibited from investing in such securities 
in an amount exceeding 10 percent of its paid in capital and unim- 
paired surpluses. This limitation is not applicable to bonds issued 
by the Federal land bank or debentures issued by the Federal inter- 
mediate banks. 

And the proposed amendment would place all such farm credit 
securities on the same basis, insofar as their purchase by national 
banks are concerned. 

I, as a member of a regional cooperative in west Texas, would favor 
those things in the bill. I favor the bill in its entirety, as a farmer, 
because of its flexibility, 

We were talking this morning about the rise of interest rates. At 
this time of price squeeze the purchase could be consumated without 
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any additional:cost to us, as was indicated by by the testimony, even 
though interest rates might go up even higher than they are now. 
The merger would not in itself cause this increase in interest rate, 
and yet the flexibility of the bill would let in the years to come pay- 
ments to be made when earnings were made by the bank. 

And for that reason I would favor it in a time when I am in my 
own operation caught in a price squeeze. 

But I think that we in the cooperative group of farm credit are 
most interested in the bill because we have two-thirds of the farm 
credit program in good shape. And we of the cooperatives feel that 
the Farm Credit Act of 1955 is working beautifully, even far more 
successfully than it was anticipated at the time we were testifying 
here last year. I understand that the purchase of the Government 
ownership in the bank is moving along very nicely. 

Now, we would like to see the same yardstick applied to production 
credit, a source of credit that I know very little about except as a 
borrower. I am a member of all three branches of farm credit and 
I would like very much to see all of it in the same shape, that is, 
farmer-owned and farmer-controlled with a minimum of Government 
control and supervision. 

However, I realize that any lending agency must have a certain 
amount of Government supervision. 

That is my statement. 

Mr. Poace. Thank you very much. Any questions? 

If not, I just hope that you go home and find so much standing 
water that you cannot get from the airport to town. 

Mr. Smrru. I understand that it is raining out there this after- 
noon. [Laughter. | 

Mr. Poagr. Mr. Chambers. 


STATEMENT OF J. B. CHAMBERS, JR., HARLINGEN, TEX., AND 
JAMES CROUCH, BURLESON, TEX. 


Mr. Cuampers. Mr, Crouch and I are here both representing the 
district PCA committee of the 10th district. 

Mr. Poace. We are glad to have you both. 

Mr. Cuampers. You have both names listed there. 

Mr. Poacr. Yes: I have. 

Mr. Cuampers. We are together on this. 

Thank you. 

Mr. Chairman and gentlemen of the committee, I am J. B. Cham- 
bers, Jr., of Harlingen, Tex., owner and operator of nurseries, citrus 
and avocado groves, and a fernery. I have been a member of the 
Valley Production Credit Association since 1940, on the board of direc- 
tors of this association for 9 years, vice chairman of the 10th farm credit 
district PCA committee for 3 years, and alternate to the national 
PCA committee for 3 years. 

Mr. James Crouch, of Burleson, Tex., has been a member of the 
Stephenville Production Credit Association since 1945, on the board 
of directors of this associaticn since 1945, on the board of directors 
of this association since 1949, now vice president of this board, a member 
and secretary of the 10th farm credit district PCA committee. 
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Mr. Crouch operates a dairy and general farm near Burleson, Tex., 
and his father was one of the early users of production credit, being 
one of those whom the system saved during the depression. 

The 10th district PCA committee has met many times during the 
past year to represent the associations in our district, and in more 
recent months to consider proposed farm credit legislation. 

At a meeting on March 3 of this year, the committee as a whole 
selected Mr. D. T. Northeutt, chairman, Mr. Crouch and myself to 
represent the PCA’s of the 10th district at this hearing. Mr, North- 
cutt was not able to attend at this time. 

It is a pleasure to appear before you and express the desires of the 
36 production credit associations in 10th farm credit district concern- 
ing H. R. 10285, and identical bills which would combine the pro- 
duction credit corporations and Federal intermediate credit banks 
into one organization, and to provide a means by which this insti- 
tution could become wholly farmer owned. 

The associations of the 10th district have had a desire for several 
years to own these two organizations and have not changed our views 
in this matter. 

Our district was divided in opinions regarding section 201 of H. R. 
5168, a part of the bill which became the Farm Credit Act of 1955 
to the extent that further unity within the district appeared doubtful. 
We are now convinced that deletion of section 201 of that bill was 
justified to the extent that we have been able to iron out most of our 
differences and become more unified in our line of thinking. 

In August of 1955, the Federal Farm Credit Board held a hearing 
in Houston, Tex., which was attended by representatives of all 36 
associations, and most OFI’s of the district. The purpose of this hear- 
ing was to give every association and OFT’s an opportunity to express 
their views, and these views to be used by the Federal Board, along 
with the opinions of all other districts in the development of legisla- 
tion more nearly representing the desires of the farmers using short- 
term credit. 

In November of 1955 the Federal Board held a similar meeting in 
Houston, at which time a proposed bill was presented that resulted 
from the earlier hearings. We realized that this new bill could not 
be exactly as each individual wished and that it would of nec essity 
represent majority thinking. 

After detailed explanation of the proposed bill and lengthy discus- 
sions, we realized that the Federal Board had done a masterful piece 
of work that we concluded was fair to everyone concerned. 

At the conclusion of this hearing every PCA in this district went on 
record supporting the proposed bill and desired that the 10th dis- 
trict be represented as 100 percent in favor of it. Minor changes in 
the bill since that time have made no difference in this position as 
expressed at our recent meeting of the district committee. 

The OFT’s of the 10th district have consistently opposed the wishes 
of the PCA’s on legislative matters pertaining to the FICB’s and 
PCC’s, 

Recommendations made by the OFI’s were of such nature that. we 
could conclude only that they actually did not want any change made 
in the present setup, and wanted to eliminate all supervision that has 
been vital to past development of the PCA system. 
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Last year they opposed that part of section 201 of the Farm Credit 
Act of 1955 that pertained only to the PCA’s. Now they are opposing 
the purchase of the FICB’s by the users of that institution. 

We believe that the proposed Farm Credit Act of 1956 deals more 
than justly with the OFI’s and other discounting with the FICB’s 
because they are not required to make any form of initial payment, 
yet have full access to use of the bank on the same terms as PCA’s, 
and will participate in any dividends the same as if they were stock- 
holders. We fail to find any part of this bill that could be construed 
as detrimental to any user of the bank. 

The 10th farm credit district PCA committee unanimously requests 
and urges prompt passage of H. R. 10285, or an identical bill, in order 
to relieve the unsettled conditions in our district and in others. 

Mr. Poace. We thank you very much, Mr. Chambers. 

Are there any questions ? 

Mr. Crouch. 

Mr. Crovcu. I concur in his statement; yes, sir. 

Mr.-Jounson. Was not your group opposing it very strongly last 
year? I know we received a lot of letters from down in Texas. 

Mr. Crovcn. There was some opposition to the bill down in Texas. 

Mr. Poace. Just north of the district I represent. I know you are 
familiar with the thinking in central as well as south and west Texas. 
Have you had a chance to talk.with Mr. Smith and Mr. Walker 
recently ? 

Mr. Croucn. Yes, sir. 

Mr. Poage. I understand they are satisfied. 

Mr. Croucu. They are very happy with this bill. There were some 
changes that they had in mind, but I am sure they have brought that 
to your attention, sir. 

Mr. Poacr. Any further questions? If not, we are very much 
obliged to both of you gentlemen for appearing before us. Always 
glad to have you. 

Mr. Cuampers. Thank you. 

Mr. Crovucu. Thank you. 

Mr. Poager. I think under these circumstances we will start with 
the rest of the list. 

Next is Mr. Harris. I will ask Mr. Harris and then go down the 
list in regular order, because I believe everyone else said they could 
be here tomorrow. 


STATEMENT OF GLEN R. HARRIS, RICHVALE, CALIF. 


Mr. Harris. Mr. Chairman and members of the committee, my name 
is Glen R. Harris and I am a resident of Richvale, Calif. I am a 
member of the National Advisory Committee of Production Credit 
Associations representing the eleventh farm credit district, and_am 
currently serving as chairman of that committee. The full member- 
ship of the committee, one member being selected by the production 
credit associations of each farm credit district, is as follows: 
District 1—William Wadsworth, Farmington, Conn. 
District 2—H. G. Blalock, Baskerville, Va. 
District 3—W. F. Woodruff, Nashville, N. C. 
District 4—W. E. Lacy, Hopkinsville, Ky. 
District 5—P. F. Williams, Clarksdale, Miss. 
District 6@—R. H. Lanterman, Chatham, Ill. 
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District 7—Walter H. Dunn, Ellendale, Minn. 
District 8—William Yungclas, Webster City, Iowa. 
District 9—King L. Banks, Delta, Colo. 

District 10—Grover C. Impson, Beeville, Tex. 
District 11—Glen R. Harris, Richvale, Calif. 
District 12—Jack Arnold, Birney, Mont. 

I would like the privilege to introduce them. 

Mr. Poage. You may have that privilege. 

Mr. Harris. I will call them all except Mr. Blalock, who is not 
here at present. 

District No. 1, Mr. Wadsworth. 

District No. 2 is Mr. Blalock, who was called away unavoidably 
today, and will be back here tomorrow. 

Mr. Woodruff has already spoken to the committee for District No. 3. 

District No. 4, Mr. Lacy of Reinceky, 

District 5, Mr. Williams of Mississippi. 

District 6, Mr. Lanterman of Illinois. 

District 7, Mr. Dunn of Minnesota. 

District No. 8, Mr. Yungolas of Iowa, the secretary of the committee. 
I should have said Mr. Lacy is the vice chairman. 

District 9, Mr. Banks of Colorado. 

District 10, Mr. Impson of Texas. 

Myself from District 11. 

And District 12, Mr. Jack Arnold from Montana. 

Mr. Poace. Glad to have everyone of you with us. 

Mr. Harris. The committee met in Washington, D. C., on April 18, 
with all members present and voted unanimous support of H. R. 10285 
and the other identical bills introduced in the House and Senate. We 
prefer the provisions of these bills over the slightly different version 
contained in S. 3549 because of the greater administrative control left 
with the district farm credit boards, which we believe is very desirable. 

We are opposed to S. 3550—which is the version proposed by the 
Budget Bureau in the Senate—to the extent that it differs: from the 
other bills in treatment of the reserves, revolving funds, and continued 
Government control over the new combined corporations. We would 
prefer no legislation be enacted rather than have these provisions— 
proposed by the Budget Bureau—become law. 

This committee is particularly pleased with the features of H. R. 
10285 providing for user ownership and control by making the com- 
bined banks cooperative institutions, with provision for participation 
by the users, and with the flexibility provided in accomplishing the 
retirement of Government capital as agricultural conditions and prog- 
ress of our production credit associations permit. . ‘ 

The committee last year supported the Farm Credit Act of 1955, 
including section 201, which was deleted by the Congress. I might 
say that was only by majority vote of the committee. 

However, at that time we recognized that section 201 was not a 
complete answer and now recognize the wisdom of the Congress in not 
adopting section 201, but rather waiting until a complete plan includ- 
ing both the production credit corporations and the intermediate credit 
banks could be developed. 

We believe H. R. 10285 does provide such a plan and that under 
its terms, complete farmer ownership can be attained without any 
significant increase in costs to production credit associations or other 
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financing institutions. And I think I should interpolate here that we 
are talking about extra costs that would be the result of this legisla- 
tion and do not refer to what might happen to costs of money other- 
wise—through the opportunities it provides for economies resulting 
from consolidation and streamlining the organization, the flexibility 
provided in accomplishing retirement of the Government capital, and 
through the possibility of making better use of the capital now in 
the system. 

We are gratified that the Congress last year enacted the balance of 
the act of 1955 which provided the plan by which our sister institutions 
in Farm Credit, the banks for cooperatives, can accomplish user 
ownership, and also the provisions improving the position of the land 
bank part of the system. 

We wish to particularly endorse the provision of the act of 1955 
prohibiting secretary-treasurers of national farm loan associations 
from simultaneously serving as members of district Farm Credit 
boards. It has not been possible for secretary-treasurers of our 
production credit associations to do so and we do not believe it is good 
administration or should be permitted in either case. 

We understand that there is some opposition from various of the 
other financing institutions (OFI’s) to H. R. 10285. We therefore 
wish to comment that we believe that H. R. 10285 provides fair and 
equitable treatment of OFT’s. It provides that they shall continue to 
have the services of the credit banks available on the same terms and 
conditions as they will be available to production credit associations, 
that OFI’s will participate up to the same extent as production credit 
associations in any equities built up or distributed, according to their 
volume of business, and they are not being required to make the in- 
itial payments which are required of production credit associations. 

We wish to make clear that no production credit association desires 
to deny the OFT’s the services of the credit banks, but that on the other 
hand, it is in our interest that we encourage their use of these facili- 
ties, thereby building greater volume of business and greater efficiency 
of operation. 

Of the 498 production credit associations which this committee rep- 
sents, only 50 to 60 associations have expressed any opposition to this 
bill. In 6 of the 12 Farm Credit districts there has been no opposi- 
tion voiced. In the other six districts there is scattered opposition. 
Some of those opposing simply request delay because they feel they 
are not now allt to make the initial payment. Others have various 
other objections, such as desiring a different name for the combined 
bank or a greater voice in management. 

A number of those opposing, however, say if there is to be any 
change from their present status, they believe that the provisions of 
H. R. 10285 provide an acceptable plan. We, therefore, report that 
the great majority of the production credit associations are in favor 
of H. R. 10285 and urge your committee to approve the bill and the 
Congress to enact it into law, that we may move forward toward the 
object of a completely cooperative and user-owned credit system for 
agriculture. 

Mr. Poaae. You have raised a question there that I had in mind 
ever since last year and I am sure you know of it. I wondered just 
why we decided to go on with the name “Intermediate Credit Bank” 
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rather than “Production Credit Bank,” which always seemed to me 
to be a greatly more significant name, although I realize the difficul- 
ties of changing any name. 

Mr. Harris. My committee is on record recommending the change 
in name to our suggestion which was the “Production Credit Bank” 
of a given district. However, there has been some exploration of the 
matter by the Federal Board and Governor’s office with the people 
who buy our debentures, and possibly because they are naturally cau- 
tious people and hesitate to O. K. any change because of what might 
happen; they cautioned that the same name should be retained, that it 
might have some influence on the sale of debentures. 

My personal opinion is that it would not. 

I do recognize, however, the problem involved at this particular 
time, Mr. Chairman, when money costs are going up, anyway, that 
the change in name might be blamed for increased costs that it was 
not responsible for, and get us some discredit for the changed name 
without it having been responsible. 

But nevertheless, we would have higher costs and there could be 
that question raised. 

Therefore, while our committee has not changed its opinion of the 
desirability of the changed name, we have agreed at this time not to 
press for it and would hope that we might accomplish it when money 
costs were not jumping around as they are right now. 

Mr. Poace. I do not think it is a matter of vital importance but it 
did seem to me more logical than the name “Intermediate Credit”, 
aan to most people probably does not mean as much as “Production 

reait. 

Certainly, there is no reason for hunting up additional troubles that 
we might be able to avoid; but it would be your opinion, I take it, 
that we might consider that at some future date ? 

Mr. Harris. We would hope very much that you would. The feel- 
ing of our committee is that the name “Intermediate Credit Bank” 
is not the most desirable and descriptive name that we could have. 

Our production credit associations generally would prefer the name 
we have suggested or some other name than the one we are using. 

I might add, also, that there are a number of production credit asso- 
ciations that would feel more favorable toward the proposed legis- 
lation if it included the change in name. Some of those that we have 
indicated here that show opposition, it is primarily because of the 
matter of the name. Only a small number relatively nationally, how- 
ever. 

Mr. Poace. Thank you, sir. 

Mr. McIntire. Mr. Harris, I do not ask that it be extensive at 
all—but you are speaking, I understand as chairman of the National 
Advisory Committee—would you just state briefly how this committee 
is made up, for the record ? 

You also referred to the fact that you are representing the 11th 
Farm Credit District PCA Advisory Committee. Could you state for 
the record how this is made up in the district; and then how your 
national committee is brought together ? 

Mr. Harris. Well, there is some variation in the manner and the 
number of members—the manner in which they are selected in the 
various districts on the district advisory committee. And in some 
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cases there are State organizations in each State of the district, and 
each State has its own group. 

And then they select one or more to serve on the district committee. 

In my State we have four States in the district, the States of Cali- 
fornia, Nevada, Arizona, and Utah, and in three of those States there 
are only statewide associations. 

In the case of Arizona, there are two, a farmers’ association, and a 
livestock association. 

In the case of Nevada, only one. 

They each have a member in my district on the district advisory 
committee. 

And then the so-called local associations in California, have in 
groups selected members to make up the balance of the committee of 
11, IL believe the number is. And I serve as ex officio, because I 
have been elected by the individual production credits, to be their 
representative on the national committee. 

ow, in some other districts the president of the district committee 
automatically serves as the national committeeman and so on. 

There are some variations, but essentially we are all selected or 
elected by the production credit associations of our individual dis- 
tricts. 

Mr. McInryre. And the district associations and your national 
advisory committee are vehicles by which the various associations get 
a representation to speak for them and they are vehicles of the associ- 
ation and not vehicles of the farm eredit districts as such ? 

Mr. Harris. Yes, sir; we are not any official part of the farm credit 
district organization or of the Farm Credit Administration in Wash- 
ington. We are selected and have the job of representing as well as 
we are able to the viewpoint of the local, the grass roots production 
credit associations of our district. 

Mr. McIntyre. Thank you. 

Mr. Harris. Now, we have some trouble sometimes when they can- 
not allagree. Wetry to represent then the majority. 

Mr. Poage. Thank you very much, Mr. Harris. 

Mr. Harris. Thank you. 

Mr. Poaar. I believe Mr. King Banks is the next name on the list. 

Mr. Banks? 


STATEMENT OF KING L. BANKS, DELTA, COLO. 


Mr. Banks. My name is King L. Banks of Delta, Colo. I represent 
the ninth district of the Farm Credit Administration which is com- 
posed of the States of Kansas, Oklahoma, New Mexico and Colorado. 
We have 41 production credit associations. 

My information from the State Chairmen of Kansas and Oklahoma 
is that their production credit associations are unanimous in support 
of the bill presented by the National Board—10285. They are against 
the provisions of the bill as presented by the Bureau of the Budget 
with the possible exception of the reduction suggested in the revolving 
fund. Some associations in New Mexico favor the new bill, some are 
against it. In Colorado, at a recent meeting of our State advisory 
committee, 4 associations favored the bill and 4 were against it. 








90 FARM CREDIT 


The reason for the unfavorable votes in Colorado was principally 
the possibility of a raise in interest rate to our members to cover the 
additional cost. The others felt that the new bill presented by the 
National Board was such a long step forward that we should accept 


it and then if there was any appreciable increase in cost we could take- 


the necessary steps, political or otherwise, to remedy the situation. 

I might say that this increase in cost and the initial investment as 
suggested amounts to 2.07 percent of the average month end volume of 
loans and is of great concern to all associations in our district. The 
ninth district has consistently battled any change in the 1933 act other 
than amendments. But the 1953 act was passed and is now law. We 
realize the pressure on the new board to propose legislation to retire, 
as soon as possible, the Government capital in the system. The Na- 
tional Board has worked hard and conscientiously to this end and the 
bill they have presented, with the exception of the 2.07 percent initial 
investment, as we mentioned before, is a long step in this direction. 
We feel that if possible we should get the National Board’s bill with 
the elimination or reduction in the initial investment. 

For the record, again I wish to state that the ninth district, while 
not unanimous, is overwhelmingly for the passage of H. R. 10285. 

Mr. Poacre. Mr. Banks, thank you very tek 

Are there any questions / 

If there are no questions, we will hear Mr. Lacey next. 


STATEMENT OF W. E. LACEY, HOPKINSVILLE, KY. 


Mr. Lacey. Mr. Chairman, and members of the committee, I believe 
for the record you might correct my name to W. E. Lacey. However, 
I might be better known as Jack Lacey, but for the record it might 
be W. E. Lacey. 

I appreciate this opportunity of appearing before the committee, 
even though I do not have a prepared statement. I appear before 
this committee from the fourth district. My home is Hopkinsville, 
Ky., and I am a dirt farmer. 

I have been for the past 19 years vice president of the West Ken- 
tucky Production Credit. Association, and a part of that time I was 
also president. 

During the 19 years I have served continuously on the loan com- 
mittee, and have approved approximately $20 million in loans to 
farmers for production purposes. 

Also at this time I am vice chairman of the National Advisory 
Committee of Production Credit Associations, and I represent the 
fourth district here this afternoon. 

The fourth district is almost solid for this legislation. As a matter 
of fact, there has been no recorded opposition on the fourth district. 
However, I have heard some grumbling from 2 associations, 1 located 
in Kentucky and 1 in Tennessee. Two other associations of the fourth 
are doubtful. So I would say that that would indicate that the fourth 
district is very much in favor of this legislation. 

If I may, sir, I would like to comment briefly on a reference that 
the chairman made the other morning relative to a 300-percent. in- 
crease in the cost of money during the last 18 months. I think I 
might say that most of the opposition to this bill has come as a result 
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of that increase in money. Certainly this bill has had no influence 
on that increased cost of money. 

Now, I don’t know what can be done about that increased cost of 
money. But, gentlemen, I would like to say it is serious. I foresee 
that the present cost of money, at the last sale of debentures, from that 
I foresee that very shortly the associations will be charging 614 per- 
cent for money, plus the cost of service to the loan, and recording fees. 

This is a condition that I think all associations are gravely concerned 
about, and I think rightly so. But instead of hurting that condition 
or further increasing the cost of money, I see no reason why this bill 
would have any effect whatsoever on the increase of the cost of money. 
And as a matter of fact, from a standpoint of streamlining the organ- 
izations, I can see where it might reasonably effect a savings there. 

I believe, sir, that about completes my statement. As I said, I have 
no prepared statement. And I appreciate the opportunity of ap- 
pearing. 

Mr. Dies, We appreciate your appearance and appreciate your 
suggestions. 

Are there any questions ? 

If not, we will hear from Mr. Abner B. Larson. 


STATEMENT OF ABNER B. LARSON, SECRETARY-TREASURER, 
MANDAN PCA, MANDAN, N. DAK. 


Mr. Larson. Mr. Chairman, my name is Abner B. Larson, and I live 
in Mandan, N. Dak. I am secretary-treasurer of the Mandan 
Production Credit Association. I represent the Minnesota and North 


Dakota associations. 

We had a meeting, held sometime after the meeting that was called 
by the Farm Credit Association in St. Paul last November. The asso- 
ciation particularly that I represent has loans outstanding of 
$3,600,000. We have capital of about $290,000, reserves of almost 
$400,000. And we loaned almost $5 million last year. 

I want to say this: As you no doubt will remember, I was one of the 
witnesses here a year ago that violently opposed the legislation before 
your committee at that time. 

Before I go on with my statement, which I am taking from notes, I 
want to say that in general I am strongly supporting this bill. But I 
want to make a few remarks as I go along regarding what I think 
should be done in the future. 

I believe that the meetings that the Farm Credit Administration 
called and particularly those meetings that were held in St. Paul, 
were very beneficial and much good came out of them. Now, we have 
given considerable thought to the proposed legislation, and in general 
I believe we should go along with it, hoping to improve it later after 
we have accomplished the first step in this merger. 

Although I personally feel that this bill should incorporate features 
which are not now incorporated in the proposed legislation, I do not 
want to be likened to a beleaguering general who insists on capturing 
the citadel before taking the outposts. 

This bill, in my opinion, will capture the main outposts for the 
farmer-owners. For the record, at least, I am listing here features 
which I believe should eventually be enacted into law for the good of 
the system : 
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1. I believe separate boards are eventually a necessity. The Farm 
Credit Act of 1953 reads in part as follows: “It is declared to be the 
policy of the Congress to encourage and facilitate increased borrower 
participation in the management, control and ultimate ownership of 
the permanent system of agricultural credit made available to insti- 
tutions operating under the supervision of the Farm Credit Adminis- 
tration.” , 

To the extent that the present bill fails to provide “increased bor- 
rower participation” in progressive control of the institution we are 
expected to purchase, it fails to carry out the declared policy of the 
Congress. 

I do not consider that the present 2 PCA elected members on the 
District Farm Credit Board of 7 men will provide the Production 
Credit Association with adequate means of controlling the Federal 
Intermediate Credit Bank if we purchase it. 

The argument in favor of the present setup has been that the 7 men 
on the District Board are equally interested in all 3 branches. This 
has never been questioned, but we do question that they are close 
enough to each institution to do a job that should be done. 

I believe that such boards will stimulate the growth of the system 
by increase in volume which, in the final analysis, is the ultimate goal 
of everyone. 

Although we believe the foregoing suggestions should be enacted 
into law in the future, it is not going to stop us from uniting behind 
this bill 100 percent, as we feel it is a big step in the right direction. 

In fact, we will do all in our power to support the present legisla- 
tion, and hope that in the not-too-distant future, legislation incorpo- 
rating the above mentioned ideas will also be enacted into law. But 
for the time, let us do first things first. 

In connection with this bill, I would like to make another remark 
in connection with the retirement of stock. I know the intent is right, 
but I at least want to put this in the record, Mr. Chairman. And 
I refer to H. R. 10285. And I quote lines 6 through 11 on page 8: 

After all class A stock has been retired, the bank may retire class B stock at 
par and participation certificates at face amount under policies established by 
the Farm Credit Administration. 

The intent of this clause, I am sure, is to give the Administration 
authority to make adjustments when an association owned stock out 
of proportion, and I think this authority is sound. However, suppose 
someone wanted this authority at some future time to eliminate all 
grassroots ownership in this source of agricultural credit, and with 
this authority retired all Class B stock owned by all the essoc ‘ations. 

He could eliminate our ownership after he had paid for it, and then 
exercise jurisdiction over the bank with all of the surplus that has 
been accumulated. 

This, I believe, can be corrected by inserting one sentence : 

In no case shall all of the class B stock owned by an association or all of the 
participation certificates owned by other lending agencies be retired without 
consent of said association and/or other lending agencies. 

Now, at this time I want also—although this bill is not before your 
committee at this time—I hope that I may take up opposition to 
S. 3550, and put that in the record in case it should come before your 
committee, and I cannot be here. 
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Mr. Poaces. It may be before us tomorrow morning. I understand 
it was introduced yesterday in the Senate, the same language. 

Mr. Larson. I refer to page 12, lines 22 through 25 of §. 3550. It 
provides for the Government to keep continuing interest in part of 
the surplus, even after all Government capital has been retired. This 
is contrary to principle and precedent. The Banks for Cooperatives 
and Federal Land Banks have been permitted to keep their surplus 
without Government interest in case of liquidation, and we see no 
reason to treat us differently. 

We see no reason to keep the Federal intermediate credit bank under 
the Corporation Control Act. If this bill is passed, why, we are in 
effect entering into a contract with the Government to buy this system, 
and we do not think it is necessary for the Budget Bureau to tell us 
how to run it, 

We also oppose the reduction of the $30 million called for in that bill 
regarding the revolving fund, the reduction in the revolving fund. 

At this time, in conclusion, I want to thank this committee for what 
we think was a very good job on your part, and good judgment, a year 
ago. We feel very happy about this. And at this time I again hope 
that this committee will again be favorable to our views in recom- 
mending the passage of this bill. 

I recall this morning—I think it was Mr. Harris who made a state- 
ment regarding the elimination of secretaries being on district boards. 

Now, I have been a secretary of the Mandan Production Credit As- 
sociation, which is the largest one in our district, since the date of 
organization. And it has been my firm belief—and we so expressed 
ourselves here last year—that this is an organization of farmers to be 
owned by farmers, and for that reason I do not think and do not believe 
that the secretary should be on a district board. But I do not believe 
management should be setting policy for this institution. I believe this 
is going to be an institution eventually fully owned and controlled by 
the farmers themselves. And in that position I sincerely believe that 
the farmers who are the owners should elect the directors, and that 
secretaries should not be permitted to sit on district boards. 

Thank you very much, I greatly appreciate your giving me this 
much time to appear before your committee. 

Mr. Jonnson. There is one question I wanted to ask. You come 
from an area that has been noted in the past for having a high interest 
rate, as high as any part of the country. What are you charging out 
there on the Production Credit Board ? 

Mr. Larson. Five and a half percent. And we are operating on a 
21/,-percent spread, And I am telling you, that is not sound business. 
The only reason we are operating on that thin spread at this time is 
due to the fact that we are big enough to do it. But I feel sorry for 
the smal] associations. I sincerely hope that something is done regard- 
ing this interest. And as long as you are talking about interest, I 
would like to put in another remark. If people are really interested in 
controlling inflation I don’t think it is going to be done by charging 
high rates of interest and putting a lot of more interest income into 
the hands of the bankers, I think the only way to do that is to control 
the credit itself, if anybody has got the intestinal fortitude to do that, 
by making people pay more down on payments of things they buy, 
that will really control inflation. But that is going to take courage, 
76973—56——7 
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and probably isn’t the thing to do. But I certainly don’t believe that 
raising interest rates is going to stop a man from buying an automobile 
and paying 20 percent. : 

Mr. Jounson. The reason I asked you that was, I mentioned this 
morning the memorandum that was drawn to my attention in western 
Wisconsin when I was home at the Easter recess. This particular as- 
sociation was charging 514 percent, and they were contemplating rais- 
ing it to 6 percent. I secured the memorandum when I returned to the 
office this afternoon. I was just wondering, North Dakota had higher 
interest rates than Wisconsin in the past, and yet you are operating 
right now for 514. 

Mr. Larson. We are operating at 544. We made $80,000 net profit 
last year. We returned 10 percent of our interest to our farmers, 
and as a result their net interest rate was 4.55, and we paid a 5-percent 
dividend to our A stockholders. 

Mr. Garuines. Mr. Chairman, I would like to say to Mr. Larson, 
I believe your suggestion should be looked into carefully in regard 
to the retirement of the stock, that the association members should 
have a voice. I think the committee ought to study that recommen- 
dation carefully. 

Mr. Larson. I don’t think that should stop the bill. I think just 
one sentence in there will do the job, just to spell it out. And I cer- 
tainly don’t want anything to stop this bill. 

Mr. Garurnes. I believe I recall your testimony here last year. 

Mr. Larson. I was a little emphatic, I think, the other way. 

Mr. Poace. Are there any other questions? 

We are very much obliged to you, Mr. Larson. 

Mr. Larson. Thank you very much. 

Mr. Poace. Mr. C. Dudley Miller. 


STATEMENT OF CHARLES DUDLEY MILLER, DIRECTOR, GREEN- 
VILLE PRODUCTION CREDIT ASSOCIATION, GLEN ALLEN, MISS. 


Mr. Miter. Mr. Chairman and gentlemen of the subcommittee, 
my name is Charles Dudley Miller, from Glen Allen, Miss., and I am 
a member of the board of directors of the Greenville Production 
Credit Association of Greenville, Miss., and I have been a director 
for the past 15 years. 

Our association has some 850 members; we have a total net worth 
of $1,275,000 entirely owned by our members which includes $721,900 
in stock and $553,500 in surplus. In 1955 we loaned: $10,244,000 to 
members for the production of cotton, livestock, rice, soybeans, corn 
and small grains. 

During the past year I have attended four meetings of the present 
credit district which were held primarily for the discussion of the 
present legislation now pending and known as H. R. 10285 and other 
identical bills. It is my conviction and the conviction of the other 
board members of our association that under the mandate from 
Congress to the Federal Farm Credit Board this legislation should 
be passed immediately. The Farm Credit Administration has pre- 
sented a number of different plans at the district meetings referred 
to above, but this bill (H. R. 10285) is by far the very best plan that 
has ever been presented. 
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While I have not polled the other members of our board, it is my 
belief they will agree with me 100 percent that this bill should be 
passed immediately for the following reasons: 

1. Even though it would cost us about $80,000 over the next 2 years 
for stock in the new consolidation and we would lose the interest on 
this money, approximately $2,400 per year, we feel confident that 
the savings to be made by this consolidation of the production-credit 
corporation and the Federal intermediate credit bank would more 
than offset this interest. This has been made clear by the Andersen 
report, which was a study made by the Arthur Andersen & Co. of the 
operations and functions of the production-credit corporation and 
the Federal intermediate credit bank in Omaha, Nebr., and Columbia, 
S. C., districts. The possible savings listed in this report would be 
equally true of the production-credit corporation and the Federal 
intermediate credit bank in the fifth district. 

2. Like other Federal institutions that are dependent under the 
present system of Federal appropriations each year for their expenses, 
the production-credit corporations and the Federal intermediate 
credit banks see to it that all of these appropriations are used up, 
because they are afraid that if they are not used their next year’s 
appropriations will be reduced. 

If this new legislation is put into effect then this would not. be 
true. It would be to the advantage of all associations to see that the 
consolidated bank operated on the most efficient and economical] basis 
possible. 

3. If the associations put up their own money for stock in the new 
merged institution, they they will individually and collectively take 
greater interest and investigate more extensively about the operation 
and management of the new bank. This is true of individuals as 
well as associations. 

4. The reasons I believe that time is important in the passage of 
this bill are as follows: 

(a) Conditions are unsettled, discount rates are going up, and if 
we can effect savings on this merger we will need these savings now, 

(6) As long as the employees of the production-credit corporations 
and the Federal intermediate credit banks know their positions in 
these institutions are unsettled then the morale and efficiency of the 
operation of these institutions are hampered. Naturally, these em- 
ployees are looking for other positions with a more certain and favor- 
able future. 

(c) If this bill is not passed now and action is delayed, it is quite 
possible that we will never secure as good legislation again. 

(d) As you have heard, some 90 percent of all the associations in 
the United States are in favor of the immediate passage of this bill— 
we don’t believe that we could ever secure such unanimity on any 
other piece of legislation. 

We are extremely proud of our association and feel that we can 
speak with some authority and expert knowledge on the operations 
of a farm-credit institution. While we do give tremendous credit and 
our sincerest appreciation to both the production-credit corporations 
and the Federal intermediate credit banks, we do think we have made 
an enviable record. 
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We started in 1934 with $50 of farmers’ money and $250,000 of 
Government money. That year we loaned $754,221. In 1951 we fin- 
ished paying back all of the Government money and since that year 
we have paid taxes of every kind, including income taxes of approxi- 
mately $25,000 each year up to 1956. 

Mr. Poacs. We thank you very much, Mr. Miller. 

Are there any questions? 

Mr. Garutnes. I would just like to ask Mr. Miller, here, on page 
3 you say this: 

As you have heard, some 90 percent of all the associations in the United 
States are in favor of the immediate passage of this bill * * * 

Mr. Mirixr. I might say, sir, that that was taken from the poll 
that was made by the advisory committee yesterday in which they 
counted 498 associations total, and out of that total they could find 
ouly 52 associations that were not in favor of the bill. And included 
in that 

Mr. Garuines. How many of them are included? Did you take 
that into consideration ? 

Mr. Mitter. We took that into consideration. 

Mr. Gatutnes. The ones that have not come to any conclusion 
on the legislation are included ? 

Mr. Mriuerr. That is right. 

Mr. Gatrutnes. And that would total 58? 

Mr. Mixer. Approximately. 

Mr. Drxon. I would like to ask a question. Have you had ob- 
jections from the OFT’s to this merger ? 

Mr. Mitier. Well, I am in the fifth farm-credit district, and I 
haven’t head of any objection from ours. Now, we have about two. 
One of them is the same cotton-cooperative association that operates in 
Greenwood, Miss., and they have a representative at most of our dis- 
trict meetings. And I think they have made no objection to this 
bill, at least I have not heard of it. And they were even in favor of 
the bill that was yUE up here some 8 or 10 months ago, that repre- 
sentative plan, and so forth. 

Mr. Drxon. If this merger were made, could you be fully as sensi- 
tive to their needs as you are now? 

Mr. Mixer. In my opinion, yes. 

Mr, Drxon. Do you think you could act in their best interest? 

Mr. Mriter. I think we could handle their business in the same 
manner as it is being handled now, 

Mr. Poacr. Thank you very much, Mr. Miller; we are very much 
obliged to you. 

Mr. Miter. I appreciate this opportunity of being here and the 
time you have given me. 

Mr. Poacr. We would be glad to hear from Mr, Justice. 

You may proceed, Mr. Justice. 


STATEMENT OF ROBERT 0. JUSTICE, PRESIDENT, PERU PRODUC- 
TION CREDIT ASSOCIATION, LOGANSPORT, IND., ACCOMPANIED 
BY JOSEPH F. PAYNE, SECRETARY-TREASURER 


Mr. Justice. I am Robert O. Justice, from Peru, Ind., president 
of the board of the Peru Production Credit Association. 
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And I have with me our secretary, Joseph Payne. 

Mr. Poacs. We are glad to have Mr. Payne present. 

Mr. Justice. It is a privilege for Mr. Payie and me to appear 
no you gentlemen. As some of you may-remember, we appeared 
ast year. 

e operate in north-central Indiana, in the general farming area. 
We have 3,054 farm members of our association. 

In 1955, we loaned $9,628,163. On March 1, 1956, we had an out- 
standing balance of $5,322,619. I don’t say that in a boastful man- 
ner in any way. But when we were having the hearing in the district, 
the Federal Board was having hearings on the bill to study it, and 
questions were asked, and so forth, and some of the associations re- 
ferred to us as a wealthy association. I came back with the statement 
that if we were characterized that way, we would pay more of the cost. 
And I think that is true. 

This bill provides that the cost of the stock in the corporation, of 
the bank, will be proportionate to the amount of business you do with 
the bank. 

We are here for the purpose of urging the passage of H. R. 10285. 
I, particularly, wish to say that we do not represent the district nor 
any particular group of associations. We are here primarily to rep- 
resent the membership: of our association. And, with sivslcahes to 


other statements that have been made, I would like to say that the 
member is the most important individual in this whole business. And 
as I have worked for Production Credit for 22 years, I certainly have 
had in mind the interest of the individual borrower. He is the man 
who is going to pay the cost, he is the man who is going to be benefited 


or not benefited by any legislation that is passed. 

So we are here to try to reflect the thought and feeling of the indi- 
vidual members out here on the farms. And from my contact over 
the past 22 years with other directors and secretary-treasurers in the 
four States of Tennessee, Kentucky, Ohio, and Indiana, and the 
acquaintances I have made, I am quite sure that our opinion reflects 
the thinking of these other members in the fourth district. 

I don’t want to bring in any repetition here, but we attended the 
conference, or the dierctors conferences, 2 of which were held in 
Louisville, to study this legislation, and there were approximatel 
246 directors of the 40 associations in the fourth district in attend- 
ance, and there was a lot of discussion and lot of consideration, and 
some pretty radical statements made at the first meeting. And there 
was no agreement, as you know—as has been brought out here before. 

At the second meeting, when Governor Tootell and Mr. Miles pre- 
sented the revised bill, or the bill that is presented to you here at this 
meeting, there was a unanimous approval given. 

Now, it has been pointed out that some few of the associations— 
I believe Mr. Lacey, who really represents the district, pointed out 
there were one or two associations that did not approve. But in this 
meeting at Louisville, the district conference at which we were study- 
ing the bill, we took a vote and it was given unanimous approval. 

I explained this bill to 600 of our members in a stockholders meet- 
ing on March 7, 1956. And their comments were—I spent quite a 
little time explaining this bill to the members and going into the detail 
of the purpose and method of accomplishment. And they were very 
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much pleased with the prospects of acquiring another unit or two of 
the Farm Credit Administration. 

It was with a lot of pride that the members returned the “A” stock 
in our association back in 1952. And I am sure that they are looking 
forward to the returning of the Government capital to the other units 
pupens in this legislation. And as evidence of their approval, our 

usiness has increased to the extent of $2 million in our association 
since the stock was all retired. 

We appeared to testify before this committee in May 1955 on H. R. 
5168. At that time we favored a bill embodying the principles con- 
tained in this bill, H. R. 10285, but we were willing to support the 
bill presented last year rather than not have any plan for retiring 
the Government capital from the Production Credit Corporation and 
the Federal Intermediate Credit Bank. 

We therefore urge the passage of this bill because it carries out the 
intent of the Farm Credit Act of 1933 and the declared policy of the 
Farm Credit Act of 1953. And we are sure it meets the approval of 
bons great majority of production-credit associations in the United 

tates. 

I appreciate your listening to our statement, and I want to thank 
you for doing so. I did really appreciate this morning the attend- 
ance of other members of this board, which tells me that there is a 
lot of interest in this bill. 

(The complete prepared statement of Mr. Justice is as follows :) 


Mr. Chairman and gentlemen of the committee, we are Joseph Payne, secretary- 
treasurer, and Robert O. Justice, president, of the board of the Peru Produc- 
tion Credit Association, Peru, Ind., representing 3,054 farmer members of our 
association. In 1955 the Peru association loaned $9,628,163 and had an out- 
standing balance on March 31, 1956, of $5,322,619. 

I have been a member of the board since organization in March 1934 and 
have seen our association grow from no reserves until this date when we have 
reserves of $540,416 and a net worth of $1,058,631. 

We are here for the purpose of urging the passage of H. R. 10285. We have 
not been sent here by any group of associations, but are here on our own to rep- 
resent the 3,054 members in our association and think that our sentiments 
reflect the majority of the thinking in the 4th district. It is because of my 
contacts and acquaintance with the directors and secretary-treasurers during 
the past 22 years that I make the above statement. The Louisville (4th) dis- 
trict had 41,731 active members on March 31, 1956, with outstanding loans of 
$95,443,098. 

Proposed legislation has been presented to the directors and secretary- 
treasurers of our district twice since the 1955 bill, H. R. 5168, was considered 
by this committee and at the first of these meetings there were many different 
opinions, dissatisfaction, and questions, but, when the draft of this bill was pre- 
sented at a later date by Governor Tootell and Mr. Miles, a resolution approving 
legislation such as H. R. 10285 was unanimous approved in the 4th district. 

I explained this bill to 600 of our members at our annual meeting on March 
7, 1956, and their comments were to urge passage of the bill as it provides a 
means by which the Government capital can be retired from two more farm 
credit units with the least possible hardship to the members of the associations. 

It was with great pride that the members of our association returned the 
elass A stock held by the Government in our association, and we know from 
their expressions that they are looking forward to returning the Government 
capital from the other units proposed in this legislation: 

We appeared and testified before this committee in May 1955 on H. R. 5168 
At that time we favored a bill embodying the principles contained in this bill, 
H. R. 10285, but we were willing to support the bill presented last year rather 
than not have any plan for retiring the Government capital from the production 
credit corporation or the Federal intermediate credit bank. 
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We, therefore, urge the passage of this bill because it carries out the intent 
of the Farm Credit Act of 1933 and the declared policy of the Farm Credit Act 
of 1953 and we are sure it meets the approval of the great majority of production 
credit associations in the United States. 


é Mr. Poacs. We are very much obliged to you, Mr. Justice and Mr. 
ayne. 

__Now, Mr. Hayes and Mr. Hauenstein, both of you came together ; 
if you care to appear together, you may; or we will hear you separately. 


STATEMENTS OF B. L. HAUENSTEIN, SECRETARY-TREASURER, 
BLACKHAWK PRODUCTION CREDIT ASSOCIATION, FREEPORT, 
ILL.; AND GEORGE F. HAYES, PRESIDENT, KEWANEE PRODUC- 
TION CREDIT ASSOCIATION, KEWANEE, ILL. 


Mr. Hayes. Mr. Chairman and gentlemen, we are pleased at the 
privilege of being here and favorably testifying in favor of this bill 
that is under consideration. 

My name is George F. Hayes. I live at Galva, Ill. I am president 
of the Kewanee Production Credit Association, which was the first 
farmer-owned production credit association in the United States. I 
have been president for 3 years, and was one of the original directors. 

I am 1 of 2 who are here to represent a group of associations. My 
colleague is Mr. B. L. Hauenstein of Freeport, [ll., who is secretary- 
treasurer of the Blackhawk Association at that place. 

The 6 associations which we represent have together 6,157 mem- 
bers, and they have extended credit during the year 1955 in the amount 
of $24,700,000. Our mission is to assure you that those associations 
approve and earnestly desire the enactment of this measure which is 
under consideration. 

Since the enactment of the Farm Credit Act of 1953, which required 
action to get Government capital out of the farm credit system, this 
group of associations has held meetings from time to time for the 
i of considering Ny and means of improving the efficienc 
of the system, along with the elimination of the Government capital. 
We held these meetings on our own initiative, feeling that the legis- 
lation when vvudtually passed would need the support of farmer- 
borrowers, and we hope to reflect farmer views in our presentations 
to those who are preparing the legislation. 

We opposed the egislation considered a year ago because we felt 
the membership was not sufficiently aware of the problem, and that 
its best thought had not yet been directed toward a solution of the 
problem. 

But since that time the situation has changed. The National Farm 
Credit Board sponsored a series of district meetings last summer, 
the first of which was held in our district at St. Louis. The meet- 
ing was well attended. And there was full and free discussion of 
matters pertaining to reorganization. There was not only the ques- 
tion of Government capital, but also the desirability of including other 
beneficial changes, which more than 20 years of experience suggested. 
Many ideas were advanced at the meeting and afterwards which have 
been tested in the light of full discussion. 

_.We believe the best of these ideas are incorporated in the present 
bill. And all this has enabled the associations to achieve a rather 
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remarkable unanimity in favor of the bill. Normally, production 
credit associations are in full accord with the declaration of policy as 
stated on the bill. We believe the provisions of the bill were derived 
from the best thinking of farmers interested in agricultural credit, 
as well as from the thinking of men highly qualified in the field of 
business administration, including the findings of a well-known busi- 
ness efficiency organization. 

We are convinced that its enactment will insure a system which will 
adequately meet the needs of farmers for sound, short-term credit, 
and at the same time gradually release Government capital. 

Also, we would expect full ownership, and a greater concentration 
of responsibility at the local level to stimulate farmer interest, which 
will result in a broader acceptance of the system’s services. 

Our group of associations were present at a statewide meeting of the 
Illinois associations held in Springfield on April 12, and after a full 
discussion, a resolution was adopted pledging support to H. R. 10285. 
The vote was unanimous, and there was no dissenting argument. 

Gentlemen, that concludes my statement. And I thank you for 
hearing it. 

Mr. Poacs. Thank you so much, Mr. Hayes. 

Mr. Dixon. Do you have any opposition to this from the OFT’s? 

Mr. Hayes. None, of course, through this association at Kewanee, 
but I think that probably some through their bank at St. Louis. 

Mr. Drxon. Have they raised any objection to this legislation or 
merger ¢ 

Mr. Hares, We have heard no objection in our locality. 

Mr. Dixon. Thank you. 

Mr. Poaer. Mr. Hauenstein, I believe Mr. Christopher said he had 
to stay here to hear you. 

Mr. Havensretn. Due to the lateness of the hour and the fact that 
Mr. Hayes has pretty well covered our views, I am not going to make 
a statement, Mr. Chairman. Although in northern Ilhnois most of 
the associations are very much concerned with this money costs, we 
are in an area of very competitive interest rate, and our interest rate 
is 5 percent, and we are operating at the present time with only a 
134-percent spread, and it is getting pretty tight. And we have only 
been able to do so because of a large volume of business. And that 
is quite a problem for the association in our area, because there you 
have enough industry, and the banks in the medium-sized towns are 
loaning money at a lower rate than what we are at the present time, 
and 5 percent is just about the general rate. 

Mr. Jonnson. What are your banks lending money for in that area ? 
Are you and the banks lending at the same rate now ? 

Mr. Havensrern. The bank will finance some feeder cattle, there 
are a lot of cattle fed in our area, at 4 percent. But the general rate 
is 5 percent. And we are competitive on the general rate basis. But 
there is a lot of 4 percent money available too. 

Mr. Hayes. Our association’s rate is 544 percent at Kewanee. 

Mr. Poace. Any further questions? 

If not, we thank you both very much. 

Now, Mr. King is not here, I believe. 

Mr. Havenster. No, he didn’t come. j ‘ 

Mr. Poace. Now, that completes the list that I have of witnesses in 
support of the bill. I have the names of Mr. John C. Lynn, here, and 
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Mr. Riggle, and I don’t know whether you gentlemen are supporting 
or opposing. 
r. Lynn. I would like to explain that, Mr. Chairman. 

Mr. Poaen. Is it something that you can explain in a few minutes, 
or is a something that would take a long time? I don’t want to cut 
you off. 

Mr. Lynn. I think we could finish in 3 or 4 minutes. 

Mr. Poace. Fine. We would be delighted to hear from you. 


STATEMENT OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, AMERI- 
CAN FARM BUREAU FEDERATION, ACCOMPANIED BY HUGH 
HALL, STAFF MEMBER 


Mr. Lynn. My name is John C. Lynn, Legislative Director for the 
American Farm Bureau Federation. 

I have with Mr. Mr. Hugh Hall, who is a member of our staff and 
is more or less an expert in this field, and I am not. 

Mr. Chairman, we have a 4- or 5-page statement which I would like 
to file for the record, if I may. 

Mr. Poacs. Without objection it will be included. 

(The statement referred to is as follows :) 


STATEMENT OF JOHN C. LYNN, LEGISLATIVE DIRECTOR, THE AMERICAN FARM BUREAU 
FEDERATION 


Mr. Chairman, gentlemen of the committee, we wish to express our appreciation 
on behalf of the American Farm Bureau Federation for this opportunity to appear 
before your committee and present our views concerning the proposal to merge 
the Production Credit Corporation with the Federal intermediate credit banks. 

The American Farm Bureau Federation is a voluntary, non-governmental 
organization of farmers, the total family membership of which numbers 1,623,222 
as of last November 30. 

The American Farm Bureau Federation has for many years actively supported 
the decentralization of the Farm Credit Administration which finally resulted in 
the enactment of the Farm Credit Act of 1953. Among the objectives which were 
sought are farmer ownership and control of the several Farm Credit institutions 
and the retirement of Government capital in the system. These principles were 
set forth in our resolutions of 1952 and 1958 and support for them has been con- 
tinued since that time. 

A number of the objectives included in our resolutions have already been 
achieved. 

We would like to review our resolutions of 1953 in this regard and make com- 
ments on the status of various recommendations and indicate those that are cov- 
ered by the pending legislation. 

Our resolution of December 1953 reads as follows: 

“The Farm Credit Act of 1953 is a long step toward a fully farmer-owned 
and controlled Farm Credit System. Much remains to be done in authorizing 
sound provisions for the retirement of Government capital, in authorizing sound 
and businesslike procedures and in policymaking by the Federal Farm Credit 
Board.” 

This portion of the resolution lays the groundwork for the establishment of a 
fully farmer owned and controlled Farm Credit structure. The Federal Land 
Bank System has already reached this objective both as to farmer ownership 
and control, and as to the retirement of Government capital. The Farm Credit 
Act of 1955 has set up the program under which the Banks for Cooperatives will 
be able to retire the Government capital invested therein. 

Continuing with the resolution: 

“The Farm Credit Act of 1953 directs the Farm Credit Board to propose legis- 
lation designed to hasten the retirement of Government capital in the Farm 
Credit System on a sound basis and to improve the operation and service of the 
System. The Farm Credit Board should give consideration to the following in 
its recommendations : 
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“(1) Authority should be provided for the Federal land bank to purchase the 
remaining assets of the Federal Farm Mortgage Corporation. The Farm Credit 
Board should study the possibility of using this corporation, if acquired, to either 
insure or to make loans at appropriate interest rates to supplement those now 
made by Federal land banks based upon appraised normal agricultural value. 
There is real need for more adequate loans, and this may be the best way to pro- 
vide them without jeopardizing the financial condition of the Land Banks.” 

The purchase of the assets of the Federal Farm Mortgage Corporation has been 
provided for by special enactment. 

The resolution continues : 

“There should be authority for the Production Credit Associations to pay a 
preferential dividend on class A nonvoting stock to encourage farmer investment 
and thereby provide more capital for the retirement of Government investments 
in the Production Credit Associations.” 

This authority was granted by the Farm Credit Act of 1955. 

The resolutions continue: 

“Provisions should -be enacted to encourage cooperatives borrowing from the 
Banks for Cooperatives to purchase. stock in the banks on a sound basis that 
would speed the retirement of Government capital in such banks.” 

This resolution also was embodied in the Farm Credit Act of 1955. 

The next point in the resolution provides : 

“Government capital remaining in the Farm Credit System should be retired 
in a manner and at a rate that will maintain the financial strength of each 
unit. All the retired Government capital should be placed in a permanent re- 
volving fund, subject to being called back into the System by the Farm Credit 
Board with the approval of the Secretary of the Treasury. When such capital is 
recalled, the Farm Credit System should pay a rate of interest on the amounts 
recalled that would equal the average rate paid by the Government in that year 
on funds it borrows.” 

We believe the principles embodied in this bill are consistent with this resolu- 
tion, as is the Farm Credit Act of 1955, with respect to the Banks for Coopera- 

_tives. The pending legislation provides for the retirement of Government capital 

in the Production Credit Corporations and the Federal Intermediate Credit 
Banks in a manner designed to maintain the financial status of each of the 
merged Federal Intermediate Credit Banks. 

The bill also provides that the Government capital retired, as a result of this 
legislation, will be placed in a permanent revolving fund subject to being called 
back into the System as may be required... When this is done the Farm Credit 
System will pay either interest or a franchise tax as provided in a formula in 
the bill for determining the amount of payment for use of such funds. 

Our 1953 resolution also provides : “The maximum loan limit of the land banks 
should be raised to a more realistic level.” 

This was done in the Farm Credit Act of 1955. 

The resolution further states: “The Banks for Cooperatives should be author- 
ized to issue consolidated debentures.” 

This likewise was authorized in the 1955 act. 

The resolution continues; ‘The Farm Credit System should be removed from 
the provisions of the Government Corporation. Control Act.” 

We understand the pending bill will carry out this recommendation except 
with respect to the audit power. which exists with regard to mixed ownership 
corporations. Whenever any Federal Intermediate Credit Bank has retired 
its government capital, it will then be free from the latter requirement. 

Our resolution continues: “The Farm Credit System has the purpose of 
providing sound and adequate credit facilities for farmers and farmer co- 
operatives at the lowest possible cost. We urge the adoption of measures and 
procedures including such consolidation and unification or coordination as will 
best serve the needs of farmers and farmer co-ops,” 

The proposed merger of the Production Credit Corporations and the Federal 
Intermediate Credit Banks, under the plan recommended in these bills for the 
retirement of Government capital, is intended to place the Farm Credit insti- 
tutions in the position of achieving the ends of the foregoing resolutions, 

While the Production Credit Associations have been-doing the major: portion 
of business with the Federal Intermediate Credit Banks in recent years, there 
have been so-called other financial institutions which have been using the loan 
and discount facilities of the Federal Intermediate Credit Banks. 

In the pending bills it is proposed that the Production Credit Associations pro- 
vide the initial capital necessary to begin the retirement of the capital invest- 
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ment of the Federal Government. They would also become, in the event of 
ultimate liquidation or dissolution of the banks, the beneficiaries of the accu- 
mulated surpluses in both the Production Credit Corporations and the Federal In- 
termediate Credit Banks. We recognize that the bill provides these surpluses 
existing at the time of the merger are prohibited from being distributed as pa- 
tronage dividends. There remains, however, discrimination as between the 
Production Credit Associations and the other financial institutions with re- 
spect to surplus funds existing at the time of the merger, in the event of liquida- 
tion or dissolution of the banks while in a solvent condition. In addition to 
discrimination on this point, there has arisen concern relative to the voting 
rights and privileges of the other financial institutions as compared with Pro- 
duction Credit Associations. To correct this, the executive committee of the 
American Farm Bureau Federation on April 16, 1956 adopted the following 
motion: 

“That we support the bill with an amendment to give farmer-owned and con- 
trolled financing institutions which operate on cooperative principles, and 
which have been using the facilities of the Federal Intermediate Credit Banks, 
an election to acquire stock ownership, including voting rights and privileges, 
and the right to participate in any ultimate distribution of the surpluses exist- 
ing at the time of the merger, on the same basis as the Production Credit Asso- 
ciations, this election to be exercised within a reasonable time prior to the 
effective date of the proposed merger.” 

The change on page 14 of the bill of the word “three” to the word “seven” 
represents a very important and constructive change in short term credit. The 
effect of this provision is to authorize the Banks to discount so-called inter- 
mediate term credit paper running up to seven years. Present law now provides 
for a 3-year term as maximum. 

Our resolutions provide: 

“Longer term production loans are needed by many farmers. Loans for 2 to 
7 years, bridging the gap between short-term and long-term credit, may be de- 
sirable for the purchase of machinery and equipment, improvement and con- 
struction of farm buildings, and establishment of some types of livestock op- 
erations. Commercial and cooperative lending agencies should provide inter- 
mediate term credit for farmers for these particular needs. 

“We urge lenders to take steps to meet this type of credit need.” 

We believe that with amendments designed to carry out our recommenda- 
tions, the proposal should be enacted into law, 


Mr. Lynn. On page 4 of this statement I call your attention to this 
matter that we think ought to be considered in this legislation. 

Let me say at the outset that we are in support of this bill with the 
a amendment. 

f you will turn to page 4, sir, beginning at the third paragraph, I 
would like to read this: 

While the production credit associations have been doing the major 
portion of business with the Federal intermediate credit banks in 
recent years, there have been so-called other financial institutions 
which have been using the loan and discount facilities of the Federal 
intermediate credit banks. 

In the pending bills it is proposed that the production credit as- 
sociations provide the initial capital necessary to begin the retirement 
of the capital investment of the Federal Government. They would 
also become, in the event of ultimate liquidation or dissolution of the 
banks, the beneficiaries of the accumulated surpluses in both the pro- 
duction credit corporations and the Federal intermediate credit 
banks. We recognize that the bill provides these surpluses existing 
at the time of the merger are prohibited from being distributed as 
patronage dividends. There remains, however, discrimination as be- 
tween the production credit associations and the “other financial in- 
stitutions” with respect to surplus funds existing at the time of the 
merger, in the event of liquidation or dissolution of the banks while in 
a solvent condition. In addition to discrimination on this point, there 
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has arisen concern relative to the voting rights and privileges of the 
“other financia] institutions” as compared with production credit 
associations. To correct this, the executive committee of the Ameri- 
can Farm Bureau Federation on April 16, 1956, adopted the following 
motion : 

That we support the bill with an amendment to give farmer-owned and con- 
trolled financing institutions which operate on cooperative principles, and which 
have been using the facilities of the Federal intermediate credit banks, an elec- 
tion to acquire stock ownership, including voting rights and privileges, and the 
right to participate in any ultimate distribution of the surpluses existing at the 
time of the merger, on the same basis as the production credit associations, this 
election to be exercised within a reasonable time prior to the effective date of the 
proposed merger. 

I might just add, Mr. Chairman, we recognize that parts of this rec- 
ommendation might be included as part of the legislation. However, 
you will recognize that part of this is administrative determination, 
pentweieey the part having to do with farmer owned and controlled 

nancing institutions, which operate on cooperative principle. 

We would suggest, sir—we do not have a specific place in the bill 
for this, it might be inserted in an apropriate place on page 7 of this 
bill—but we do believe that there is a problem here, and we believe 
without hurting the bill in any way this will give some protection to 
the other financial institutions who have a great interest in this 
legislation. 

r. Poace. Mr. Lynn, this would create a third class, wouldn’t it? 

Mr. Hatz. No, this wouldn’t create any additional class of bor- 
rowers, that is not a third class. 

Mr. Poage. It would not? 

Mr. Hatt. No, they are not borrowers, these people are going to 
owners. 

Mr. Poace. These people are borrowing from the intermediate credit 
bank, aren’t they? 

Mr. Hatz. Perhaps I misunderstand you. The other financial in- 
stitutions includin Sooke discount paper with the intermediate credit 
bank as do the production credit associations. 

Mr. Poace. We now have two, the production credit associations 
which are strictly regulated, and as the Governor pointed out, they 
are prevented from dealing in any other source of credit in order to 
make it more easy to handle their line of credit with the intermediate 
credit banks. And they must subject themselves to substantial re- 
strictions upon their freedom of action in order to get the benefits 
that they get by reason of having this additional source of discount. 
On the other hand, we have the other credit institutions on which 
restrictions are not imposed, they can deal with a bank, with an in- 
surance company or anybody else who wants to put up money, but 
they do not enjoy all the privileges of a production credit association. 
The usual thing that goes all through life, that if you accept certain 
benefits you must accept burdens that go with it. 

And as the bill is now drawn, you can only make one or two choices, 
you either get all the benefits and accept all the obligations of a produc- 
tion credit association, or you accept only the rather limited benefits 
that are given to the other credit institutions. 

The way the bill is now drawn, there are just two classes of bor- 
rowers who rediscount their paper, isn’t there # 
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Mr, Hau. In that sense, yes. However, this isn’t a question of who 
can discount and who cannot discount; this goes to the question of 
the capital that is going to be put in to retire Government capital. 

Mr. Poaan. I know; the production credit associations under the 
present bill must put capital in there. 

Mr. Hau. Yes. 

Mr. Poacr. Whereas the other financial institutions do not have to 
put any capital in. 

Mr. Hau. In fact, they are prohibited from it. And in essence, 
this amendment is to give them an election to do so if they wish. 

Mr. Poaee. And this creates a third group, does it not, this con- 
fers upon a third group, not all of the other credit institutions by any 
means, but if they happen to be cooperative in their nature, then 
they can accept a position in which they gain a great many of the 
benefits—in fact, as I see it, they gain practically all of the benefits 
that a production credit association has. I don’t really see any mate- 
rial advantage that a production credit association would have here 
that these people would have, do you? 

Mr. Hatt. No, there isn’t any that the production credit associa- 
tion would have. But on the other hand, this class of borrowers, that 
is, other financial institutions, would still be in a position to go outside 
and discount paper if they wished. 

Mr. Poace. That is right. In other words, they get all of the ad- 
vantages of a production credit association, they they do not assume 
all of the burdens. 

Mr. Hatx. Well, the only burden they do not assume has to do with 
the question of supervision, if indeed that is a burden at all. 


Mr. Poacr. That is not the only one. I think that is certainly one. 
But they can also borrow from the New York Life Insurance Com- 
pany if the New York Life will lend to them, can they not? 

Mr. Hau. You are speaking of other financia] imstitutions ? 

Mr. Poage. I am talking about this new class. They can discount 
their er with a commercial bank if the bank will do it? 

A 


Mr. Hatt. Certainly. 

Mr. Poage. Consequently, they are not subject to the limitation of 
action that there is imposed upon the production credit association. 
I think the Governor very clearly explained this afternoon why we 
imposed that limitation on the production credit associations. Then 
it comes to this question in my mind, if we are going to remove the 
limitations from this particular class of borrowers that you set up, 
why shouldn’t we do it from the PCAC’s? They are cooperative, too. 

Mr. Haut. I want to try to answer that. I don’t think there is any 
limitation that is being removed from anybody. I don’t quite get your 

oint. 
. Mr. Poagr. I believe you understand what I am driving at. And I 
would appreciate an answer on it, because, you understand, as I 
pointed out, that these borrowers today who refuse to become PCA’s, 
who refuse to qualify as PCA’s, and who don’t get a charter as a PCA, 
but who take a charter from the state on considerably different terms, 
at the present time they have a right to come in just the same as some 
other lending company, some private concern, they have got a right to 
come in on the same basis as another financial institution and borrow 
money. But that is all they have the right to do at the present time, 
and it is all they have the right to do under this bill if it is passed 
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without your amendment. But with your amendment, you give to this 
particular group of other financial institutions all of the advanta 
that are given to PCA’s, but you don’t restrict them to all their credit 
operations with the intermediate credit bank. You let them go and 
shop here and yonder and get five or six lines of credit if they can do 
it, an open invitation to bankruptcy, so my banker tells me. I have 
tried that individually, going around to two or three banks, and I have 
always been called down on it. 

Now, you are going to give these people advantages, the very people 
whom I think need supervision the worst, these people who have this 
opportunity to shop here and yonder; I should think they need an 
examination probably more frequently and more completely than these 
PCA’s that can’t do those things. 

But you are not going to subject them to any examination; you are 
not going to subject them to any supervision; you are going to give 
them a preferred status. If we are going to confer that status on this 
particular group, why don’t we doit on PCA’s, too? 

Mr. Hatt. I don’t think I agree with you. I don’t agree with you 
that there is any preferred status imposed upon this group. And sec- 
ondly, as the law now stands, and as the practice has been, as I under- 
stand it and as I have heard it described here today, the other financial 
institutions enjoy, except with respect to having their affairs audited 
and supervised, the privileges of discount the same as PCA’s today, 
and that is to be continued and further cemented into the structure. 

Mr. Poace. That is right. But why do you want to except these 
people from any examination ? 

ow, why do you want to pick out a certain group and confer upon 
them all the privileges of a PCA, but deny placing the obligations on 
them ¢ 

Mr. Haru. I am afraid I can’t agree with you on your premise here. 

Mr. Poses. I didn’t ask you to agree with me at all. 

Mr. Hatt. Let’s go back, then, to the basis of this motion that was 
agreed to. 

Mr. Poaae. I didn’t agree to that motion. 

Mr. Hatt. I know you didn’t. It was agreed to by our executive 
committee. I want to explain it. The question arises out of the pro- 
vision of the bill under which in the event of the dissolution of an 
intermediate credit bank, after the retirement of Government capital, 
it might be possible—now this is a highly remote contingency—but it 
might be possible to imagine such a situation where the PCA’s, with- 
out this amendment, would enjoy the accretion of this surplus up to 
the time of this merger. 

Now, it is suggested by some folks that part of the earnings, part of 
this accumulated surplus, is due to the business that in con- 
tributed by the OFI’s during the life of the intermediate credit banks, 
from 1923 on. Governor Tootell testified, and we have had this fig- 
ure in our mind for some time now, that on a rough estimate it looks 
like it might amount to as much as 20 percent of the accumulated 
surplus of the Federal Intermediate Credit Bank. 

ow, then, some folks say that it would alleviate this apparent dis- 
crimination if these people, who are not PCA’s, these so-called other 
financial institutions, but which are cooperative associations as de- 
fined here, were given the opportunity to make an election, that that 
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would eliminate the discrimination, that it would disappear, that we 
could all move forward in unanimity in support of this bill. And it 
seems like such a simple thing, a simple gesture, and it was agreed to, 
and it seems so abundantly desirable in the light of the criticism that 
has been focused on this point that I don’t see how you can work up 
any question in the area you are developing. 

r. JOHNSON. Would you agree to this point, thought, that in order 
to make that selection, that they agree to do all their rediscounting 
with the Intermediate Credit Bank ? 

Mr. Haut. I don’t think we would agree to this at all. 

Mr. Jounson. If you want to put them in the same position why 
don’t you make them take the same terms? 

Mr. Haut. In effect, this sort of restriction would put them into 
liquidation. It would be putting them out of business. There would 
be no reason to have a State chartered cooperative association to do 
this kind of business. They would all fold up and go join up with the 
PCA’s. Surely we don’t want to promote a program in which we are 
going to limit such businesses in this way. That isn’t desirable. 

Mr. Poagr. I take it that the reason you propose to give these people 
preferred status is because they are cooperatives; is that right? 

Mr. Hau. Because they are cooperatives, and they fit the pattern 
of PCA’s. They have done business of the same kind. 

Mr. Poace. If they want to fit the pattern, let them get in the pat- 
tern, the law is clear how they can fit the pattern ; the PCA’s are coop- 
erative, aren’t they ? 

Mr. Hatt. Sure. 

Mr. Poacr. Then why would you say that one group of coopera- 
tives should enjoy free wheeling and that the other group of coopera- 
tives should be subject to inspection, examination requirements as to 
where they get their credit—why should you make that distinction 
and give in fact advantage to the people who did not build this thing? 

Mr. Haut. They are part of the group. 

Mr. Poace. Aren’t they the overwhelming part of it? 

Mr. Haru. They have done the greatest percentage of business, if 
that is what “overwhelming” means, but they are part of it. 

Mr. Poace. Then you would relegate those people that have built 
up most of this surplus to an unfavorable position and take another 
group and give them a more favorable position ? 

Mr. Hatt. I can’t see that it is more favorable at, all. 

Mr. Poaer. If it isn’t, why don’t you accept what Mr. Johnson says; 
why don’t you accept the same obligations that the PCA’s accept? 

Mr. Haut. The obligation of supervision, I daresay 

Mr. Poaes. I didn’t ask you about supervision. 

Mr. Haut. That is the usual thing. 

Mr. Jonnson. I asked you about rediscount, if they wanted to come 
in, make them rediscount the same as the PCA’s. 

Mr. Hatt. Make them rediscount on an exclusive basis? 

Mr. Poace.. That is right. 

Mr. Hauu. Well, as I say, I think the answer to that is this, and I 
will say it again, if you make them rediscount here exclusively, then 
they haven’t any basis for being in existence except as a PCA, and the 
only alternative for them is to go and liquidate themselves. 
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Mr. Poaer. That is what we have been saying, if they are to be 
PCA’s, let them be PCA’s. 

Mr. Hat. Well, now, these institutions were in the business long 
before the PCA’s came into being under the Federal laws. 

Mr. Poaer. And nobody is suggesting that they shouldn’t have 
the right to discount their paper. 

Mr. Hatt. That is right. 

Mr. Poaer. All right, they didn’t have that right before the law 
came along, We say, if you want to rediscount your paper here you can 
come in and do it just like the National Production Corporation of 
Fort Worth, Tex., if you don’t want to do it you don’t have to do it. 
If you don’t want to do it, go borrow your money somewhere else, but 
if you want to comply with our regulations and be a part of us, comply 
with them, and get in with the rest of them. How many of these people 
do you want to set up in this specially favored group ? 

I understand from the testimony this morning that there are some 
ninety-odd corporations rediscounting with the Federal intermediate- 
credit banks which are not PCA’s. 

Mr. Haz. That is right. 

Mr. Poaer. How many of them are to be put in this favored group ? 

Mr. Hatx. Of that group, how many of them are cooperatives? 
I think it is around 25. 

Mr. Tooreraz.. I think that is about right. 

Mr. Hatz. Around 25 of them. 

Mr. Poace. Will you insert the list of them by name and location 
in the record ? 

Mr. Hatt. I wouid have to get it. 


Mr. Poace. I am not asking you to do it at the moment. 
Mr. Haut. I am told that it can be done. 
(The data requested above is as follows :) 


OTHER FINANCING INSTITUTIONS DiscounTING WitH FICB’s 
FICB OF SPRINGFIELD 


(a) OFT’s affiliated with cooperatives : 
1. Central Jersey Farmers Cooperative Credit Association, Inc., Hights- 
town, N. J. 
2. Cranberry Credit Corp., Hanson, Mass. 
3. Federation Agricultural Credit Corp., Caribou, Maine. 
4. Hi-Test Farm Credit Corp., 422 Maine Street, Presque Isla, Maine. 
5. M. P. G. Credit Corp., Presque Isle, Maine. 
(bd) Banks: None. 
(c) OFT’s affiliated with banks : 
1. Aroostock Trust Credit Corp., Caribou, Maine. 
2. Ashland Agricultural Credit Corp., Ashland, Maine. 
8. First Agricultural Credit Corp. and Fort Agricultural Oredit Corp., 
Box 611, Fort Fairfield, Maine. 
4. Growers Agricultural Credit Corp. and Northern Agricultural Credit 
Corp., Presque Isle, Maine. 
5. Washburn Agricultural Credit Corp., Washburn, Maine. 
(d) OFT’s owned by private interests other than banks: 
1. Farmers Agricultural Credit Corp., 429 Main Street, Presque Isle, 
Maine. 
FICB OF BALTIMORE 


(a) OFT’s affiliated with cooperatives : 
1. Coopertiva Refaccionaria Lafayette, Arroyo, P. R. 
2. Cooperativa Refaccionaria Los Canos, Arecibo, P. R. 
8. Puerto Rico Agricultural Loans, Inc., Ponce, P. R. 
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(b) Banks: 

1. Banco Credito y Ahorro Poneceno, Ponce, P. R. 

2. Banco de Ponce, Ponce, P. R. 
(c) OFT’s affiliated with banks: None. 
(d) OFI’s owned by private interests other than banks: 

1. Cooperativa Refaccionaria de Colonos de las Centrales Soller y Riollano, 

Arecibo, P. R. 
FICB OF COLUMBIA 


(a) OFT’s affiliated with cooperatives : 

1. Hastings Agricultural Credit Corp., Hastings, Fla. 
(b) Banks: 

None, 

(c) OFT’s affiliated with banks: 

None. 

(d@) OFT’s owned by private interests other than banks: 
1. Four County Agricultural Credit Corp., Dunn, N. C. 

2. Loris Agricultural Credit Corp., Loris, S. C. 

3. Farmers Credit Company, Atlanta, Ga. 


FICB OF LOUISVILLE 


(a) OFT’s affiliated with cooperatives : 

1. Farm Bureau Agricultural Credit Corp., Columbus, Ohio 
2. Producers Live Stock Credit Association, Columbus, Ohio. 
(bo) Banks: 

None. 

(c) OFT’s affiliated with banks: 

Noen. 

(ad) OFT’s owned by private interests other than banks: 

1. Tucker Agricultural Credit Corp., Ripley, Tenn. 

2. Southern Agricultural Credit Corp., Memphis, Tenn. 

8. Tri-State Agricultural Credit Corp., Memphis, Tenn. 

4. Memphis Cotton Discount Corp., Memphis, Tenn. 


FICB OF NEW ORLEANS 


(a) OFT’s affiliated with cooperatives: 

1. Staple Cotton Discount Corp., Greenwood, Miss. 

(bd) Banks: 

None. 

(c) OF T’s affiliated with banks: 

None. 

(d) OFI’s owned by private interests other than banks: 

1. State Agricultural Credit Oorp., Inc., 837 Whitney Bldg., New Orleans, La. 
2. Planters Cotton & Cattle Credit Corp., Prairie, Ala. 


FICB OF ST. LOUIS 


(@) OFT’s affiliated with cooperatives : 

1. Arkansas Farm Bureau Finance, Inc., Box 67, University Station, Fayette- 
ville, Ark. 

2. Farmers Finance, Inc., Box 238, Bentonville, Ark. 

8. Farmers Union Credit Association, South St. Joseph, Mo. 

4. Producers Live Stock Credit Corp., 139 North Ciark St., Chicago, Il. 

(b) Banks: 

None. 

(c) OFT’s affiliated with banks: 

1. Atchison County Agricultural Credit Corp., Rock Port, Mo. 

(d) OFT’s owned by private interests other than banks: 

1. D and D Live Stock Loan Co., National Stock Yards, Tl. 

2. Livestock Mortgage Credit Corp., 608 South Dearborn St., Chicago, Ill, 


FICB OF ST. PAUL 


(a) OFT’s affiliated with cooperative: 
1. Midland Credit Corp., Minneapolis, Minn. 
(b) Banks: None. 


76973—56——_8 
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(c) ‘a s affiliated with banks: 
1. Farm Credit Co., Cooperstown, N. Dak. 
. Swift County Agricultural Credit Association, Benson, Minn. 
. Cambridge Credit Co., Cambridge, Minn. 
. Kanabec Credit Co., Mora, Minn. 
. Peoples Credit Co., Plainview, Minn. 
. Tri-County Credit Co., Stewart, Minn. 
Windom State Credit Co., Windom, Minn. 
(d) Orr 8 owned by private interests other than banks: 
. Livestock Credit Co., Jamestown, N, Dak. 
. Agricultural Credit Co., Cambridge, Minn. 
. Farmers Credit Co., Claremont, Minn. 
. Northern Credit Co., Detroit Lakes, Minn. 
. Milaca Farm Credit Co., Milaca, Minn. 
. Farmers Agricultural Credit Association, Montevideo, Minn. 
. Miller-Harrington Agency, Inc., Plainview, Minn. 
. Dairy Valley Credit Co., Ashland, Wis. 
9. Colfax Dairy Credit Co., Colfax, Wis. 
10. Central Wisconsin Cattle Credit Co., Fond du Lac, Wis. 
11. Badger State Credit Co., Greenwood, Wis. 
12. Southern Wisconsin Cattle Credit Co., Madison, Wis. 
13. Agricultural Loans Inc., Wausau, Wis. 


FICB OF OMAHA 


(a) OFT’s affiliated with cooperatives : 
1. Farmers Union Live Stock Cooperative Credit Co., Omaha, Nebr. 
2. Producers Livestock Credit Corp., Denver, Colo. 
(6) Banks: None. 
(c) OFT’s affiliated with banks : 
1. Farmers Credit Corp., Indianola, lowa 
2. Greene County Agricultural Credit Co., Jefferson, Iowa 
8. Tri-County Agricultural Credit Corp., Zearing, Iowa 
(d) OFT’s owned by private interests other than banks: 
1. Omaha Feeder Credit Corp., Omaha, Nebr. 
2. Rosebud Cattle Loan Co., Winner, 8S. Dak. 


FICB OF WICHITA 


(a) OFT’s affiliated with cooperatives : 
1. National Live Stock Credit Corp., 125. Livestock Exchange Bldg., Okla- 
homa City, Okla. 
(b) Banks: None. 
(c) OFI’s affiliated with banks: Commerce Agricultural Loan Co., Clayton, 
N. Mex. 
(d@) OFT’s owned by private interests other than banks: None. 


FICB OF HOUSTON 


(a) OFT’s affiliated with cooperatives : 
1. National Finance Credit Corporation of Texas, 119 Hast Exchange 
Avenue, Fort Worth 6, Tex. 
(b) Banks: None. 
(c) OFT’s affiliated with banks : None. 
(d) OFTI’s owned by private interests other than banks: 
1. Agricultural Livestock Finance Corp., 1102 Burk Burnett Building, Fort 
Worth 2, Tex. 
. Commercial Cattle Loan Co., 306 Travis Building, San Antonio 5, Tex. 
3. Del Rio Wool & Mohair Co., Del Rio, Tex. 
. Producers Wool & Mohair Co., Del Rio, Tex. 
5. Wool Growers Central Storage Co., San Angelo, Tex. 
. Houston Agricultural Credit Corp., 903 Milam Building, Houston, Tex. 
. San Antonio Agricultural Credit Corp., National Bank of Commerce 
Building, San Antonio 5, Tex. 
. Producers Loan Co., Childress, Tex. 
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FIOB OF BERKELEY 


(a) OFT’s affiliated with cooperatives: 
1. Hayward Poultry Producers Federal Credit Union, Post Office Box 89, 
Hayward, Calif. 
2. Poultry Producers Federal Credit Union, 840 Battery Street, San Fran- 
cisco 11, Calif. 
8. Producers Livestock Loan Co., 1st Security Bank Building, Salt Lake 
City 1, Utah. 
4, — Livestock Credit Corp., 785 Market Street, San Francisco 3, 
alif. 
(b) Banks: None. 
{c) OFT’s affiliated with banks: None. 
(d@) OFT’s owned by private interests other than banks: 
. Arizona Stockmen’s Loan Co., 102 Mayer-Heard Building, Phoenix, Ariz. 
Salle Supa Farm Loan Co., 510 South Spring Street, Los Angeles, 
alif. 
. California Cattle Security Co., Ltd., 135 North Glendale Avenue, Glen- 
dale 6, Calif. 
. California Cotton Credit Co., 2301 East 52d Street, Los Angeles, Calif. 
. Casa Grande Cotton Finance Co., Post Office Box 995, Casa Grande, Ariz. 
. Dairymen’s Security Co., Post Office Box 667, Bellflower, Calif. 
. Producers Cotton Credit Co., Post Office Box 1984, Phoenix, Ariz. 


FICB OF SPOKANE 


(a) OFT’s affiliated with cooperatives : 
1. Apple Growers Agricultural Credit Corp., Hood River, Oreg. 
2. Hortunion Credit Corp., Yakima, Wash. 
{b) Banks: None. 
(c) OFT’s affiliated with banks: 
1. Northern Livestock Loan Co., Havre, Mont. 
(d) OFT’s owned by private interests other than banks: 
1. Wool Growers Service Corp., Yakima, Wash. 

Mr. Lynn. Mr. Poage, we have had considerable complaint about 
this bill with regard to this particular point. We know it is hard to 
foresee in the future where it might be applicable, but we are not for 
any discrimination against these 24 or more cooperative associations 
who are serving farmers. 

Mr. Poage. Oh, no; I don’t want to discriminate against them 
either. But I don’t know why we should discriminate for them. We 
are just asking you not to discriminate, period. 

Mr. Lynn. Well, we present this as a proposed amendment to the 
bill, we hope that after thorough study—and we would be happy to 
submit additional evidence that we can get together for your con- 
sideration in this, because we do believe that it is a problem out in the 
country, and we thought it was only right that we bring this before 
you. We called a special meeting of our executive committee to con- 
sider these proposals that have been made from the several States and 
other financial institutions. 

Mr. Poage. Mr. Lynn, we of course appreciate your offering those 
suggestions. I certainly don’t want to be in a position of condemning 
you for offering them, for I think it is a problem, and it should be 
discussed, and I think you are exactly right in bringing them before 
us. But we do want to go into this, we don’t want to shut it off now 
and go into it at some other time, because we want to make a decision. 
We want to know why you think we should set up a new and separate 
group. There are only two groups that can borrow from the inter- 
mediate credit bank. 

Mr. Lynn. Yes. 
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Mr. Poace. That would be true if we adopt this amendment. 

Mr. Lywyn. I started out, Mr. Poage, by saying that I am not am 
expert in this field, and I don’t claim to be able to answer your ques- 
tions. And I can’t make it any clearer than that, and that is the rea- 
son I brought Mr. Hail. If this was the farm program I could do it 
pretty well, I think, but my only experience with credit is in the bor- 
rowing end of the thing. 

Mr. Poags. Are there any further questions ? 

Mr. Drxon. I would like to say, Mr. Chairman, that that is the 
part of the bill that worries me. And we have some well established 
OFT’s that have the answer, and I hope we can get some solution. 

Mr. Jounson. That is the reason I was making the suggestion that 
they agree to do some rediscounting and take some of these restrictions 
in order to come in. 

Mr. Lynn. That might be a solution of the thing. We don’t know. 

Mr. Poace. We are just suggesting, Mr. Lynn, that we ought not 
to have discrimination. We are not saying you oughtn’t to have dis- 
crimination—of course, we oughtn’t to have discrimination against 
these people, we fully agree with that, but you oughtn’t to have 
discrimination. 

Mr. Lynn. That is all we are asking, 

- Poaee. If there are no further questions, we thank you very 
much. 

Now, we have one more name on the list, Mr. John J. Riggle, of the 
National Council of Farm Cooperatives. 

Mr. Riggle, I am just wondering if you are for or against the bill, 
and how long you wanted to talk. 

Mr. Riceitz. Wehave a statement, I imagine it would take 10 or 
15 minutes. 

Mr. Poaer. And it will probably evoke some questions, won’t it? 

Mr. Racers. It probably will. 

Mr. Poags. Then suppose we put it off until tomorrow morning. 
We don’t want to cut you off, please understand. We will hear you, 
and tomorrow morning we will hear the opponents of the bill. 

The committee will now stand in recess until 10 o’clock tomorrow 
morning. 

(Whereupon, at 5:20 p. m., the committee adjourned, to reconvene: 
at 10 a. m., April 20, 1956.) 
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FRIDAY, APRIL 20, 1956 


House or REPRESENTATIVES, 
CoNSERVATION AND Creprr SUBCOMMITTEE OF THE 
COMMITTEE ON AGRICULTURE, 
Washington, D.C. 


The subcommittee met, pursuant to adjournment, at 10 a. m. in the 
committee room of the Committee on Agriculture, room 1310, House 
Office Building, Hon. W. R. Poage (subcommittee chairman) 
presiding. 

Mr. Poace. The committee will come to order. 

We had thought we would dispose of all witnesses who were here in 
favor of the legislation last night. However, there were 1 or 2 who 
were absent at the time we called them and who are back this morning. 

I have listed here as holdovers from yesterday Mr. Mitchell Kane 
and Mr. H.C. Blalock. Is Mr. Kane here? 

(Someone in audience replied: “No, sir, Mr. Kane did not come.”) 

Mr. Poacr. He will not be here, then ? 

(Same person in audience replied, “No, sir.”) 

Mr. Poaer. Is Mr. H. C. Blalock here? 

Mr. Biarock. Yes, sir. 

Mr. Poaace. Mr. Blalock, let me ask you, how long a statement do 
you have? 

Mr. Buiatock. Just about 3 or 4 minutes. 

Mr. Poace. Mr. John Riggle, we called you yesterday, but I would 
like to be clear, which side are you on, Mr. Riggle? I never was sure. 

Mr. Riaete. I am in between, I guess. 

Mr. Poacr. In between? 

Mr. Ricete. Yes, sir. 

Mr. Poace. How long is your statement ? 

Mr. Ricatz. About 10 or 12 minutes. 

Mr. Poage. Now is there anyone else here who is in favor of the bill? 

Mr. Hatverson. Mr. Chairman, I had a conflict yesterday. 

Mr. Poacs. What is your name? 

Mr. Hatverson. Lloyd Halverson, National Grange. 

Mr. Poace. How long a statement do you want to make ? 

Mr, Hatverson. About 12 minutes. 

Mr. Poaer. We will have to put that off until this afternoon. 

Is there anyone else who wants to speak in favor of the bill ? 

Mr. Hamericur. W. A. Hambright, South Carolina. 

Mr. Poaae. How long do you want to talk? 

Mr. Hampricut. Three or four minutes. 

Mr. Poaee. You are listed as an opponent. 

Mr. Hamerient. That is a mistake, sir. 

Mr. Poaer. All right, I am glad. 
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I believe Mr. Hauenstein has a telegram he wants read into the 
record. 

Mr. Havenstern. Yes, sir. 

Mr. Poage. It looks like we have three short witnesses in favor of 
the bill and I wonder if it might not be well to dispose of them, then 
I think we would be in a better position to proceed with the opposition. 

Suppose you read your telegram the first thing, Mr. Hauenstein. 


STATEMENT OF B. L, HAUENSTEIN, FREEPORT, ILL., REPRESENTING 
ILLINOIS PRODUCTION CREDIT ASSOCIATIONS 


Mr. Havenstern. My name is B. L. Hauenstein, of Freeport, Ill. 
The telegram received from the Illinois Production Credit Associa- 
tions is as follows: 

(The telegram read by Mr. Hauenstein is as follows :) 

Sr. Louis, Mo., April 20, 1956. 
B. L. HAvENSTEIN, 


Care Continental Hotel, 
Washington, D.C. 

Retel following is a resolution adopted by conference of directors of Illinois 
Production Credit Associations at Springfield, LIll., on April 12, 1956, no dis- 
senting votes. “Resolved, That this conference does hereby approve, endorse and 
support H. R, 10285 and S. 3549, now pending in the Congress of the United States 
and dealing with the proposed merger or consolidation of the Production Credit 
Corporation and Federal intermediate credit banks: That the representative of 
this district on PCA National Advisory Committee be authorized and requested 
on behalf of this conference to lend active support to such legislation.” Then 
the conference by majority vote further resolved to urge that appropriate action 
be taken in the committees of Congress to change the name of the merged 
or consolidated institution to Production Credit Bank of blank, the name to in- 
clude the name of the city in which the principal office of the institution is 
located. 

ILLINOIS PRODUCTION CREDIT ASSOCIATIONS. 


Mr. Poace. Thank you very much. 
We will now call on Mr. Blalock. 


STATEMENT OF H. C. BLALOCK, REPRESENTING THE SECOND FARM 
CREDIT DISTRICT ON THE NATIONAL ADVISORY COMMITTEE OF 
PCA’s AND VIRGINIA FARM BUREAU FEDERATION 


Mr. Buatock. I am H. C. Blalock. I am representing the Second 
Farm Credit District on the National Advisory Committee of PCA’s, 
and I am president of the Virginia Farm Bureau Federation. 

We have gotten information around and talked with the associa- 
tions or gotten in contact with the associations throughout the Second 
Farm Credit District, and production credit associations through- 
out the district are in favor of this legislation. 

As far as our Virginia Farm Bureau Federation, our ae 
throughout Virginia are very much in favor of this legislation, an 
we would hope that you could see fit to pass the Cooley bill, H. R. 
10285. So far as I know there has been no opposition in any section 
anywhere in the Second Farm Credit District. I sent notice of these 
bills to all the production credit associations in the Second Farm 
Credit District and asked them particularly if there was any opposi- 
tion or any points that they wanted to disagree with in the bill. to let 
me know, and I did not hear from a single one opposing or raising any 
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question to the bill. However, although I did not ask them to let me 
know if they were in favor, I had a number of replies saying they 
ware in favor and would help in any way they scuba to support the 
ill. 

Mr. Poacr. Thank you, Mr. Blalock. 

Any questions ¢ 

If not, we appreciate your statement. 

Mr. Buatock. Thank you, sir. 

Mr. Poacr. Now I want to call Mr. Hambright. 


STATEMENT OF W. A. HAMBRIGHT, SECRETARY-TREASURER OF 
THE SPARTANBURG PRODUCTION CREDIT ASSOCIATION 


Mr. Hamerieut. Mr. Chairman, my name is W. A. Hambright. 
I am secretary-treasurer of the Spartanburg Production Credit Asso- 
ciation. I would like to file a copy of my statement and make some 
remarks about what I have to say. 

I might say that I am a farmer and a member of a PCA also. In 
the first place I should like to express our appreciation for the oppor- 
tunity of appearing before this committee. I am here representing 
the South Carolina federation in the capacity of its secretary- 
treasurer. 

We are here in behalf of the 21 PCA’s in South Carolina to register 
our support of H. R. 10285. 

However, we are opposed to the enactment of certain parts of S. 
8550—and we presume, as you stated yesterday, a similar bill will 
be introduced in the House—because we believe that certain proposals 
in this bill are detrimental to the welfare of the production credit sys- 
tem, and jeopardize the plan of making the intermediate credit banks 
completely farmer aod 

ou will recall that in last year’s testimony on the proposals that 
were brought before this committee, it was brought out that perhaps 
the grassroots thinking of the farmers had not been sought. I would 
like to bring out at this time that at the request of our Board, district 
meetings were held, and in December of last year, in Columbia, S. C., 
a districtwide meeting was held for directors and secretary-treasurers 
comprising the 87 PCA’s in the Third Farm Credit District, for the 
principal purpose of discussing the propane contained in H, R. 
10285 and obtaining the grassroots thinking of our directors. 

We had 2-day meeting, during which time a thorough explanation 
was made of the proposals. The meeting then split up into State 
groups. for further consideration of the principles contained in the 
measure, and on the following day they. reconvened and voted unan- 
imously to support the provisions of the bill. We believe that the 
bill represents the thinking of the majority of the directors and officers 
of the production credit system. 

I would like to call your attention to the fact that the first. part of 
section II of the Farm Credit Act of 1953 contains a very significant 
declaration of policy. I will read just two lines: 

It is declared to be the policy of the Congress to encourage and facilitate in- 
creased borrower participation in the management, control, and ultimate owner- 
ship of the permanent system of agricultural credit * * *. 

That, in particular, is what we are interested in. We like this policy 
statement and we want to see it activated and its objectives accom- 
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plished. We think this bill, H. R. 10285, proposes to carry out these 
objectives and proposes to merge the poouetion eredit corporations 
in Federal intermediate credit banks, and to facilitate farmer owner- 
ship of the merged banks and retirement of Government capital 
therein. 

The proposal to merge these institutions makes good sense to us. 
It should promote efficiency within the system and lower the expense 
of supervision to the associations, That is a matter that has been 
giving us much concern. 

We are opposed to the enactment of S. 3550, page 5, line 19, which in 
effect would reduce the revolving fund of the 12 Federal intermediate 
credit banks from $100 million to $70 million. We believe that with 
the proposed merger effected the revolving fund may be needed and 
that it should remain at $100 million. 

We are also opposed to the language on page 12, lines 23 to 25, which 
would have the effect of giving the Federal Government a continuing 
interest in the surplus and reserves of the credit banks after all Govern- 
ment capital has been retired. We think the surplus should be re- 
tained in the system because Congress has already set a precedent for 
leaving surplus in the Federal land bank, in the act of 1955. 

Then, too, on page 23 of S. 3550 we oppose the language under sub- 
section (A.) which combines into a single subsection the subsections (a) 
and (b) of section 201 of H. R. 10285. The effect of this change would 
be to keep the intermediate credit banks subject to the budget provi- 
sion of the Government Corporation Control Act until the last dollar 
of Government capital is retired. Once the merger is effected, and 
when the PCA’s buy stock in it, it becomes a mixed ownership corpo- 
ration, and we do not feel, after 22 years of experience, that we need 
to be under the control of the Corporation Control Act. 

Mr. Chairman, we hope that the Congress will enact the proposed 
legislation contained in H. R. 10285 and other identical bills which 
have been introduced. We believe the end result of this act is de- 
signed to provide agriculture with a permanent, source of credit and 
to enable PCA’s to ultimately own the Federal intermediate credit 
banks, which was the original intent of the Congress as set forth in sec- 
tion IT of the Farm Credit Act of 1953. 

We wish to thank you for this privilege, Mr. Chairman. 

Mr. Poacr. We thank you very much. 

(The following statement was submitted by the witness :) 


STATEMENT or W. A. HAMBRIGHT, SPARTANBURG PropucTION CREDIT ASSOCIATION 


My name is W. A. Hambright, secretary-treasurer of the Spartanburg Produc- 
tion Credit Association, and I am also a farmer residing in Cherokee County. 
Mr. BE. B. Sanders, president of the South Carolina Federation of PCA’s has 
requested that I appear here representing our State federation in the capacity 
as its secretary-treasurer. Mr. Sanders asks that I express his regrets in his 
inability to be here at this hearing. 

We deeply appreciate the opportunity to appear before this committee to express 
our views on this important subject. 

Weare here in behalf of the farmers who own the 21 PCA’s in South Carolina in 
support of bill H. R. 10285. 

We are here to oppose the enactment of certain parts of bill S. 3550, because, 
in our opinion, certain proposals in this bill are detrimental to the welfare of the 
production-credit system, and jeopardize the plan of making the intermediate 
eredit banks completely farmer owned. 

On December 1 and 2, 1955, a districtwide meeting for directors and secretary- 
treasurers comprising the 87 PCA’s in the Third Farm Credit District was held 
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in Columbia, 8. C. It Should be emphasized that this was a 2-day meeting held . 
for the purpose of discussing the proposals of the principles contained in bill 
H. R. 10285, and for obtaining the grassroot thinking from directors throughout 
the district. After a day’s explanation and discussion of the bill the meeting split 
up into State groups for further consideration of the principles contained in 
this bill, then on the following day reconvened and voted unanimously to support 
the principles contained in Mr. Cooley’s bill 10285. 

We believe that this bill represents the majority of the thinking of the directors 
and officers of the production-credit system. At the suggestion of our Federal 
Farm Credit Board, the Governor and his staff conducted a hearing in each of the 
12 farm credit districts during the latter part of the year 1955. At these meetings 
opportunity was given for free expression of thought concerning the proposed 
legislation. We believe this bill represents a sincere effort to reconcile many 
differing points of views found in associations throughout the Nation, and other 
financing institutions using the services of the credit banks. 

Section II of the Farm Credit Act of 1953 states the policy and intent of the 
Congress with respect to the management, control, and ownership of the farm 
credit system. It reads: 

“Sec. 2. It is declared to be the policy of the Congress to encourage and facili- 
tate increased borrower participation in the management, control and ultimate 
ownership of the permanent system of agricuitural credit made available through 
institutions operating under the supervision of the Farm Credit Administration, 
and the provisions of this act shall be construed in keeping with this policy. The 
Federal Farm Credit Board hereinafter provided for shall within 1 year after 
appointment make recommendations to the Congress of means, supplemental to 
those provided by this act, of carrying into effect such declared policy, including, 
but not limited to, means of increasing borrower participation in ownership of 
the Federal Farm Credit System to the end that the investment of the United 
States in the Federal intermediate credit banks, production credit corporations. 
Central Bank for Cooperatives, and regional banks for cooperatives may be re- 
tired.” 

We like this policy statement and want to see it activated and its objectives 
accomplished. 

The declared policy of H. R. 10285 proposes to carry out these objectives and 
significantly proposes to merge the production credit corporations in Federal 
intermediate credit banks, and to faciiltate farmer ownership of the merged 
banks and retirement of Government capital therein. 

The proposal to merge these institutions makes good sense to us. It should 
promote efficiency within the system and lower the expense of supervision to the 
associations. 

We are opposed to the enactment of S. 3550, page 5, line 19, which, in effect, 
would reduce the revolving fund of the 12 Federal intermediate credit banks 
from $100 million to $70 million. We believe that with the proposed merger 
effected, the revolving fund may be needed and that it should remain at $100 
million. 

Also, we are opposed to the langauge on age 12, lines 23 to 25, which would 
have the effect of giving the Federal Government a continuing interest in the 
surplus and reserves of the credit banks after all Government capital has been 
retired. We think the surplus should be retained in the system because Congress 
has already set a precedent for leaving surplus in the Federal land bank. A 
second reason is that much of the surplus of the production credit corporations 
was earned in this manner: In the early days of the associations they owned 
4 percent Government securities. Under an agreement that the corporation in- 
vested this money into the associations, in those early days, (hey had a bond 
repurchase agreement which gave them authority to do this, which they did. 
They told us that they were going to sell our 4-percent securities because they 
were at a high premium. The corporation took the profits of that, and gave to 
the associations, eventually, 2% percent sectirities. 

A considerable amount of money wits made on this transaction, and that is a 
part of that surplus. We think that surplus rightfully belongs to our associa- 
tions, our farmer members. Since the Congress has treated the Federal lank 
bank as they did with respect to the surplus, we think that the farmer members 
own the surplus in the corporations, and therefore, think that this surplus should 
remain in the system. 

We think it is important that the surplus be left as a cushion to help defray 
expenses of administration and supervision. We think the Farm Credit Act is 
good, it is important to agriculture, but the Farm Credit Administration is not 
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_ Serving its intended purpose unless adequate provisions are made to enable 
PCA’s to extend credit to the farmers at a reasonable cost. The overall cost of 
money to farmers in our association is now approximately 8 percent. We think 
that is too high. 

Then, on page 23 of S. 3550, we oppose the language under subsection (a) 
which combines into a single subsection the subsections (a) and (b) of 201 of 
bill H. R. 10285. The effect of this change would be to keep the intermediate 
credit banks subject to the budget provision of the Government Corporation Con- 
trol Act until the last dollar of Government capital is retired. 

We hope that the Congress will enact the proposed legislation contained in 
bill H. R. 10285 and other identical bills which have been introduced. We be- 
lieve that the end result of this act is designed to provide agriculture with a 
permanent source of credit and to enable PCA’s to ultimately own the Federal 
intermediate credit banks, which was the original intent of the Congress as set 
forth in section II of the Farm Credit Act of 1953. 

Mr. Poacr, Now we will start with the opbonetite and we will come 
back to any proponents who have not been heard. We are not trying 
to cut: anybody off, but these discussions always take longer than 
expected. 

We will start with Mr. Downie. 

_Mr. Horr, Mr. Chairman, before Mr. Downie proceeds, I would 
like to point out that he is no stranger to the committee. He has 
been before this committee on previous occasions and I am sure all 
members of the committee are glad to have him back again. He is a 
past president of the Kansas Bankers Association and one of the lead- 
ing citizens of our State, as well as a man who has worked very 
assiduously toward obtaining better cooperation between bankers and 
farmers. I am sure whatever he has to say this morning will be 
helpful to the committee. 

Mr. Poacs. We are always glad to have Mr. Downie before us. 

Mr. Downie. Thank you, Mr. Hope and Mr. Chairman, for this 
gracious introduction. 

Mr, Poace. Just proceed, Mr. Downie. I will ask the witnesses, not 
only Mr. Downie but those who follow him, to please start with your 
statement and do not wait until we have passed out the copies to the 
members of the committee. 


STATEMENT OF R. N. DOWNIE, REPRESENTING THE AMERICAN 
BANKERS ASSOCIATION 


Mr. Downie. My name is R. N. Downie. I am president of the 
Fidelity State Bank, Garden City, Kans., and chairman of the Agri- 
cultural Credit Committee of the American Bankers Association. 
This statement is made on behalf of the association. 

The Nation’s banks extend more credit to farmers for production 
urposes than any other lending agency. At the beginning of 1956, 
anks held $3,249,541,000 in production loans, while the production 

credit associations held $653,478,000 and the Farmers’ Home Admin- 
istration held $392,191,000. The members of the American Bankers 
Association, representing over 98 percent of the Nation’s banks, num- 
ber among their customers the vast majority of the farmers in the 
United States. We are, therefore, deeply interested and concerned in 
legislation affecting farm credit. 

e are generally in sympathy with the objectives of H. R. 10285 
and the other similar bills on this subject to facilitate farmer owner- 
ship of cooperative credit institutions and retirement of Government 
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capital therein. These proposals would eliminate overlapping au- 
thority and some other undesirable features of the present Farm Credit 
Administration short-term agencies. There are, however, important 
provisions of the bills with which we are not in accord. 


RETIREMENT OF GOVERNMENT CAPITAL 


Our association has long recognized the right of farmers and others 
to organize cooperative businesses, including credit institutions. At 
the same time, we have consistently maintained that it is not the func- 
tion of Government to provide free capital or other subsidies to these 
cooperatives which are, after all, organized for the benefit of special 
groups. Accordingly, it has long been our view that when free Gov- 
ernment capital has hues provided for cooperative agencies, it should 
be returned in the shortest possible time. As the Government strives 
to reduce expenditures and to achieve a balance! budget, every user 
of Government capital should recognize the need for immediately 
returning to the Treasury every dollar possible. The provisions for 
the return of Government capital contained in these bills are inade- 
quate, and there is no provision whatsoever for return of surplus 
earned with Government funds. 

Under the terms of these bills, only the capital of the Production 
Credit Corporation transferred to the Federal intermediate credit 
banks, amounting to $31.5 million according to the September 30, 
1955, figures shown in the Treasury Bulletin for January 1956, would 
be returned to the Treasury in the form of miscellaneous receipts. The 
balance of $60 million would be paid into a revolving fund from which 
the Governor of the Farm Credit Administration at his discretion 
could supply additional Government capital through future subscrip- 
tions to class A stock of the banks. We believe it is contrary to sound 
Government fiscal policy to earmark funds to supply Government 
capital at some future date. Agencies in need of additional capital 
should be required to go before the Congress to justify the need for 
such funds and provide an opportunity to study and appraise their 
operations. We recommend that all proceeds of class A stock retire- 
ments be paid into the Treasury as miscellaneous receipts. 


REPAYMENT OF SURPLUS 


While the bills before this committee provide for eventual retire- 
ment of Government capital of these agencies, they make no provision 
for the return to the Government of the $2.4 million in paid-in sur- 
plus of the Federal Intermediate Credit Banks or the combined 
earned surplus of the two agencies of $63.5 million. 

These amounts represent Government investment in these two 
agencies created as the result of the use of Government capital with- 
out charge. These surplus funds rightfully belong to the Govern- 
ment. We believe that provision should be made for the prompt re- 
payment to the Treasury of these surplus funds. 


EXPENSE OF PCA SUPERVISION 


These bills propose that the income derived from the surplus trans- 
ferred from the Production Credit Corporations should be used to pay 
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the expenses of the Federal Intermediate Credit Banks in providing 
supervision and assistance to the Production Credit Associations. 

e fail to see why the PCAs should not pay for their supervisory 
services as do other financial institutions. 

It is interesting to note that the Comptroller General of the United 
States in his report on audit of corporations of the Farm Credit Ad- 
ministration for the fiscal year ending June 30, 1954, made the rec- 
ommendation— 
that the Congress consider requiring the production credit associations to pay 


the cost of their supervision, which is now being paid by the production credit 
corporations. 


In support of this recommendation, the report states that— 


We believe that the production credit system, assisted by the Federal Govern- 
ment since 1933, has now become firmly established and should be more nearly 
self-supporting and that the supervision of the associations is a form of direct 
service, the cost of which should be borne by the associations. 


FRANCHISE TAX 


The bills continue the present requirement that the Banks pay a 
franchise tax to the Treasury, although application of earnings is 
somewhat changed. We have repeatedly taken the stand that the 
cooperative agencies of the Farm Credit Administration which have 
Government capital should reimburse the Treasury for the use of 
that capital on a basis at least comparable with the cost of the funds to 
the Treasury. The provision for the franchise tax contained in these 
bills is inadequate to attain the objective. We believe that the Federal 
Intermediate Credit Banks as business enterprises have reached a 
stage of development where they have no need for further subsidy. 

Generally, taxes are considered a fixed charge against earnings as 
a current operating expense, yet under the provisions of these bills 
the franchise tax will be payable only out of earnings remaining 
after certain amounts are set aside to restore capital impairments and 
to create and maintain surplus and reserve accounts. Even then, this 
tax will be further limited to not more than 25 percent of remaining 
earnings. We recommend that these provisions be amended to require 
the Federal Intermediate Credit Banks to pay as a first charge against 
their earnings an amount on their Government capital equal to the 
cost of funds to the Treasury. 


TREATMENT OF RESERVES 


According to the 1954-55 Annual Report of the Farm Credit Admin- 
istration, the Federal Intermediate Credit Banks, as of June 30, 1955, 
had a combined reserve for contingencies of $18,475,000. Under the 
bills now being considered each bank would establish a new surplus 
account by consolidating its present reserve for contingencies with its 
present surplus account and the surplus of the production credit asso- 
ciations transferred to the bank. When this provision is considered 
with the provision for the annual application of earnings which ap- 
parently contemplates the building up of a new reserve account from 
scratch by setting aside 25 percent of annual earnings remaining after 
making good any impairment of capital and surplus until such reserve 
account equals 25 percent of outstanding capital stock and participa- 
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tion certificates, it would appear to have the effect of greatly extend- 
ing the period before final retirement of class A stock by reducing the 
amount of earnings available for patronage dividends in the form of 
class B stock and participation certificates. We recommend that the 
present reserve for contingencies be retained as a part of the reserve 
account of the banks in order that the maximum reserve of 25 percent 
of outstanding capital stock and participation certificates be reached 
more quickly, which would sooner make available a larger portion of 
annual earnings to be applied to patronage dividends in the form of 
class B stock and participation certificates. 

We appreciate this opportunity of presenting our views on this im- 
portant legislation. We have endeavored to take a constructive ap- 
a in offering our recommendations for changes in these bills, 

e believe that the changes we have proposed are consistent with the 
a set forth in the “Declaration of Policy” contained in the 

ills and at the same time will aid the Government in achieving its 
fundamental aims of a balanced budget and reduction of the Federal 
debt. We sincerely hope that our recommendations will merit your 
careful consideration. 

Mr. Poaes. Mr. Downie, we do appreciate your suggestions. I 
find myself in the position of not knowing much of the background of 
the matter. I think the basic question revolves around the morality of 
giving to these banks the earnings on capital belonging to the Govern- 
ment. I think that is really the root of the difference of opinion. As 
I have said, I do not know too much about the background, but am I 
right in assuming that within the last 2 or 3 years there has been a 
change in the policy of the Government? Have they not reached the 
deposits in the national banks in the last 2 or 3 years? 

Mr. Downie. You mean Treasury funds deposited in those banks? 

Mr. Poage. Yes. 

Mr. Downie. I expect so. 

Mr. Poage. I really had in mind the post offices used to keep sub- 
stantial balances in these banks. 

Mr. Downie. That is right, and they still maintain reasonable bal- 
ances. 

Mr. Poacr. They send it in to centers more often than they used to? 

Mr. Downte. That is right. 

Mr. Poace. But even today they do keep some balances in banks 
all over the country? 

Mr. Downig. Chiefly what they call their tax accounts. 

Mr. Poacr. The bank with which I am familiar is in Waco, Tex. 
A great many of the banks advertise the fact they are United States 
Treasury depositories. 

Mr. Downtr. I would like the committee to understand we have no 
unfriendly view or attitude toward legislation which can in our judg- 
ment bring about the desired solution which the men in charge of the 
Farm Administration are so zealously working upon and are soanxious 
to put into effect. My remarks, if they can be construed as being in 
opposition, should at least be considered as a tempered approach to 
what we think are sound, basic contract principles. 

Mr. Poageg. I am sure the committee accepts it as such. What I am 
trying to get at is, knowing as little about banking as I do, I want to 
be sure I am analyzing this thing reasonably correctly and see if in 
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my opinion there is a sound basis for your conclusion. I am going to 
the basis for your conclusion. Nationa] banks have for a good long 
time had a good deal of Federal money on deposit ? 

Mr. Downie. Yes, sir. 

Mr. Poacr, And you have loaned that money ? 

Mr. Downie. In a very limited way. It is very temporary money. 

Mr. Poage. I know it is temoprary money, but you have figured 
there would be more money next month. 

" Mr. Downte. As a rule there would be somewhat of an average 
alance. 

Mr. Poage. I assume, when I go into my bank at Waco and borrow 
$1,000, that my banker does not look to see if it is coming out of a de- 
posit made by the Federal Government or by some other depositor. 

Mr. Downie. If he is a good banker he calculates his own reserves by 
setting that aside pretty well. He does not loan much of that money. 

Mr. Poage. I alban the bank I do business with ordinarily carries 
about $250,000 of Government money. Let us assume they have an 
average of $250,000 of Government money on deposit. Do you not 
believe they make more loans—I do not mean $250,000 more—but do 
you not suppose they let their loans go a little higher than if they did 
not have that Government money / 

Mr. Downte. I do not believe they increase their loans with that 
money. They might buy Treasury bills. 

Mr. Poagee. All right. Let us say they buy Treasury bills. That 
is Government money on which thoy are making a profit. 

Mr. Downie. They should be making some sort of return. 

Mr. Poace. That is what the PCA’s have been doing. 

Mr. Downie. They had other people’s capital, yes. 

Mr. Poace. And they did not pay the Government interest on it 
and they used it to make money on it. 

Mr. Downie. They used Government capital. 

Mr. Poace. The bank at Waco, Tex., you said did not use Govern- 
ment capital. It is Government money. What is the difference ? 

Mr. Downie. He did not loan reserves represented by what he owed 
the Government. 

Mr. Poagx. He did not loan 6 times as much as he had on deposit, 
and I understand these people loan 6 times as much as they have in 
capital; I understand that. 

o you know whether a national bank follows a different course 
from a State bank in regard to this Government money ? 

Mr. Downie. State banks in a general way participate as govern- 
ment depositories, pemnens not as extensively as National banks, but 
they do. If you will pardon me, I am talking about who provides the 
capital for national banks and State banks and who provides money 
for the agencies we are discussing this morning. The Government 
does not provide this capital. 

Mr. Poace. Mr. Downie, again, it is probably due to my ignorance 
of the banking business, but is it not true that in the banking business 
when you loan any money it does not make any difference whether it 
is a depositor’s money or whose money it is, you are just interested in 
° margin of safety so that the depositors will not have to take any 
osses ¢ 

Mr. Downte. The law provides that. 

Mr. Poacr. The law provides that, but what is the reason ? 
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Mr. Downtx. The reason is we must capitalize our individual banks 
in order to safeguard those who entrust their deposits with us. If 
we have a loss we must charge it not to the depositors but to our capital 
structure. 

Mr. Poaas. So from the standpoint of morality it seems to me there 
is no difference between the Government money loaned by the PCA’s 
and the Government deposits loaned by your bank. 

Mr. Downie. I cannot agree with you at all, Mr. Chairman, be- 
cause your corporation lending institutions who are provided free 
Government capital had no investments to begin with. The banks 
do. You and I and everybody else connected with a bank’s organiza- 
tion put our money in it; we pay that in before we are permitted to 
engage in business. 

r. Poage. And before you get a dollar of Government money, 
let us say you are in a position to make $1 million of loans. If the 
Government deposits $1 million with you, you are able to make more 
than $1 million of loans, and you do that; is that not right ? 

Mr. Downtr. Not to a large degree, because the kind of money the 
Government deposits in the banks is there subject to the immediate 
demand of the i eemaiy: and they call for it from day to day. 

Mr. Poace. From time to time I have deposited the little money 
I have, and it is never there very long. I suppose I draw it out quicker 
than the Government, yet I know my deposits and John Jones’ money 
make up the money the bank is loaning today. 

Mr. Downie. They are loaning depositors’ money. 

Mr. Poace. Of course they are loaning depositors’ money, and those 
deposits are demand deposits subject to be drawn out any day, just as is 
the Government’s money. 

Mr. Downie. By you and 4,000 others. 

Mr. Poace. The mere fact the United States Government deposits 
are subject to withdrawal does not mean they are sterilized and can- 
not be used as a basis for loans. They are used as a basis for loans. 
You say maybe the banks will go buy securities, but it uses the mone 
for a profit and it makes a profit. I am not condemning any ban 
for making a profit on the Government’s money, but you do not find 
anything immoral in your using the Government’s money to make a 
profit. at makes it immoral for these people to do the same thing? 

Mr. Downie. The Government, for its own convenience, deposits 
these temporary funds, The banks perform a tremendous daily serv- 
ice for the Treasury, so you have a fiscal policy that goes out, even 
in our small country banks, to assist day by day in the handling and 
payment and remittance for taxes collected in a community. 

Mr. Poagr. The Congress of the United States decided, rightly or 
wrongly, that it was in the interest of the United States to have these 
production lending agencies established. 

Mr. Downte. We do not argue that point. 

Mr. Poaae. It is beyond the scope of this inquiry as to whether we 
were originally right or wrong. The United States Government made 
the decision that it was in the interest of the United States to have 
these institutions established over the country and put this money out 
there for that purpose, to have that done; consequently, these Inter- 
mediate Credit Banks have been performing, as I see it, a function the 
Government wanted performed. 
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Mr. Downze. I only say the Government should ve repaid for what- 
es surplus funds accrued from the use of Government capital without 
charge. 

Mr. Poace. This capital was set up to serve a public purpese. You 
can challenge the whole philosophy. I can understand that. It may 
be that you feel the only function of Government is to take taxes from 
the people, but I think the Government ought to do something for the 
people other than taking from them. The Government deposited 
certain moneys with the banking institutions which enabled them to 
make more money per dollar than you could make on those deposits. 
I understand that. I am talking about the fact in each case the money 
was there not for the benefit of the institution but for the benefit of 
the United States Government. 

Mr. Downie. That is right. 

Mr. Poacr. We put it there because we thought it was in the public 
interest. It being there for the public interest, I do not see why, when 
we ask them to return the money, it is not comparable to asking your 
institution to return the money the Government put on deposit there. 

In each instance the Government is getting out what it put in. I do 
no think the Bankers Association would feel the Government was justi- 
fied in adopting a policy to set these PCA’s up in the banking business 
for Government profit ; and yet, if I follow the logic of your reasoning, 

ou said in the first instance you thought this farm credit was good. 

e go along together that far. Then you said the Government ought 
to make a profit out of it. 

Mr. Downte. I did not say that. Who puts up this money that the 
Government loaned to these lending agencies? 

Mr. Poaas. The taxpayers. 

Mr. Downie, All right. For a small group, we will say the agricul- 
tural interests, to be set out as a group who are entitled to free treat- 
ment as against the millions of other taxpayers and people who engage 
in private business, I do not think you ought to argue with me that my 
principles are not sound. When you enter into a contract you should 
pay not only the contract, but if it cost somebody to enter into the con- 
tract you should pay him back. That is just simple honesty. 

Mr. Poacr. We come back to what i said before. If you want to 
object to the establishment of these institutions, you can logically do 
so. But having adopted the assumption that it is proper for the Gov- 
ernment to put this money out there, proper for the Government to 
put it out without interest, then when it is repaid, why should you 
place the burden upon these people who are willing to get the Govern- 
ment out of the business and assume the future burdens themselves, a 
burden you are unwilling to accept in your banking business? You 
say it is all right so long as we have the Government’s money tied up. 

Mr. Downte. We have never said that. We have advocated the 
eventual private ownership by these farmers of these institutions. We 
are not in disagreement. with that. We recognize the right and the 
privilege of farmers as well as anyone else to organize cooperative 
ear to carry on their operations in a more profitable way if it can 

one. 

All we are doing it pointing out that there is an integrity in our 
ecoonmy which has to do with the value of our dollar, and let us not 
do something that will make us more Jeft than we are now. 
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Mr. Poace. Would you favor having the United States Government 
charge the banks of the United States who own the Federal Reserve 
System for the privilege of circulating money, which is using the credit 
of the United States ? 

Mr. Downtz. No. 

Mr. Poagcer. You do it without paying a penny for it. When I go 
into a bank to make a loan all I get is that credit money that you owe 
to the Federal Reserve System ? 

Mr. Downie. Of course the Federal Reserve System is capitalized 
with the capital provided by the member banks and not by the Gov- 
ernment. When it was set up a number of millions of dollars of assist- 
ance was granted, but that was all paid back, dollar for dollar. 

Mr. Poage. It was set up just like this institution, was it not? 

Mr. Downie. Yes; and that is what we argue you should do in this 
legislation. Let them pay it back on the same basis the Federal Re- 
serve banks paid back their borrowings. 

Mr. Poace. After you pay back your borrowings you have outstand- 
ing today $34 billion, is that it / 

What is the outstanding currency of these Federal Reserve banks? 

Mr. Downie. I do not know the exact figure. Money in circulation 
runs about $30 billion, but I do not know what the currency outstand- 
ing is without going to the reference book. 

Mr. Poacr. All that is money the Government is furnishing interest 
free. 

Mr. Downie. Oh, no; it is not. 

Mr. Poace. Just a minute. 

Mr. Jounson. There is one question I would like to ask. When a 
national bank issues money, what do they put up for security ? 

Mr. Downie. They do not issue money. 

Mr. Poagr. They do through the Federal Reserve System, and the 
national banks own the Federal Reserve System. 

Mr. Downie. The only issuing agency is the Treasury and the Fed- 
eral Reserve System. 

Mr. Poace. And you own the Federal Reserve System. 

Mr. Downtr. In the sense of providing the capital. 

Mr. Poacs. And you make the profit from it. 

Mr. Downie. The profit over and above a certain amount that they 
use for reserves is paid back into the Government as—you might call 
it—a franchise tax. They have one proviso in there that the member 
banks who have stock in the Federal Reserve System are paid not to 
exceed 6 percent per annum on the amount of stock at $100 per share 
that they own. 

Mr. Poage. Six percent is a pretty fair return. 

Mr. Downie. But in a little bank with $100,000 capital, probably 
$10,000 to $12,500 is about all the stock that bank would be even per- 
mitted to own in the Federal Reserve System. 

Mr. Poags. I am sure that is true and, by the same token, you might 
say a fellow probably could not have $500 stock in a PCA. All Tam 
trying to do is apply the same principle. I am not talking about the 
same amount. 

Mr. Downtr. Today, the fine people who own stock in the PCA’s, 
nothing would please them better, and the great majority have already 
done so; they eae retired all Government capital. As to whether 
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they pay interest for the time they used it is debatable, but they have 
retired it and now consider themselves rightly the owners of these 
PCA’s. 

We have heretofore made the same protest against the PCA’s and 
will do it over and over again. We do not weary in well doing if it is 
honest. The PCA’s had no right to have that capital retired without 
payment to the Treasury for the time they used it; neither do the 
banks. 

When disease comes along, you do your best to offer remedies. I do 
not mean there is any disease in these bills we are discussing, but there 
is an element of what would appear to be a modification of a contract 
obligation. 

When you say to any group, “You do not owe me anything for the 
capital I advanced you to set up business, but I would be happy 
to have you repay the amount I loaned you,” when you do that, you 
must consider there are millions of taxpayers who receive no benefits 
from what we are discussing this morning. 

If you keep the dollar real honest in every way and guard it and 
protect it, you will not have this inflation created by the reckless 
printing of the currency. 

Mr. Poage. I am inclined to agree with that, but if we are going to 
do that job I am inclined to think we have to take a close look at the 
whole national bank system and Federal Reserve System. 

Mr. Downtr. I think you should. I think all of you should know 
more about the national banking system. 

Mr. Poage. As far as I can see, they have the same disease you at- 
tribute to farm credit institutions. 

Mr. Downie. I cannot agree with you. 

Mr. Poagr. I am willing to put them all in the hospital and operate 
on them at the same time, but I do not want to put some in there and 
segregate the others. 

Mr. Downie. You were very kind and considerate in letting me pre- 
sent my statement. I would like to answer any other questions the 
members of the committee may have. I really enjoy Mr. Poage’s re- 
marks very much, but I know I am taking the time of other witnesses. 

Mr. Poace. Any questions ? 

Thank you very much. 

Mr. Downre. Thank you very much, sir. 

Mr. Poaar. The next witness I have listed is the National Finance 
Corp., of Fort Worth, Tex. Is there someone here representing the 
National Finance Corp., of Fort Worth, Tex. ? 

(No response. ) 

Mr. Poacr. The next witness we have listed is Mr. J. W. Sartwelle, 
of Houston, Tex. 


STATEMENT OF J. W. SARTWELLE, HOUSTON, TEX. 


Mr. Sartwetxe. Mr. Chairman, may I stand rather than sit down? 

Mr. Poace. Certainly you may. 

Mr. SartweE.ue. I would like to present my statement and make a 
few comments upon it. 

Mr. Poace. Go right ahead. 

Mr. Sartwette. My name is J. W. Sartwelle, of Houston, Tex., 
and I am the president of the Port City Stockyards Co., in Houston, 
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‘Tex., and in such capacity have close contact with the producers of 
livestock along the Gulf Coast and eastern section of Texas—and, 
incidentally, some from Waco—as well as the southwestern portion of 
Louisiana. 

I am a director and vice president of the Houston Agricultural 
Credit Corporation; a long-time director of the Texas and South- 
western Cattle Raisers Association; founder and past president of 
the American Brahman Breeders Association and founder and past 
president for some 18 years of the Houston Fat Stock Show and Live- 
stock Exposition. I mention that, Mr. Chairman, not for any glori- 
fication, but to show my interest in agriculture and particularly in the 
improvement of the livestock situation. 

I am also a ranchman, having a ranch in Calhoun, Jackson and 
Matagorda Counties, Tex., and have an additional small ranch in 
Lavaca County, Tex., and have been engaged in this business since 
1911, although the lands have been in the family for about a century 
and one-quarter. Some of the lands were granted to my great grand- 
father by the Mexican Government. 

During the early days I have paid interest as high as 13 percent 
per annum, and have had national banks tell me they would as soon 
lend money on a school of red fish in the Gulf of Mexico as on a herd 
of Texas cattle, and in times of tight money and distress, the cattle 
loan business was confusion confounded. 

The passage in the early 1920’s by you gentlemen of the Congress, 
of the law setting up the Federal intermediate credit banks was the 
most constructive action in the economic history of this country affect- 
ing the livestock industry—ending the exorbitant interest rates and 
the utter confusion in financing which had prevailed before, and put- 
ting the livestock loan business on an entirely different basis, method, 
and foundation. This will go down as one of the great acts of Con- 
gress, easily comparable to the law establishing the Federal land bank 
system. 

"The record of the several intermediate credit banks, especially the 
one of Texas, speak for the constructive validity of the system, and 
their debentures have met a favorable response from investors and now 
enjoy an acceptance and confidence of which you gentlemen of the 
Congress, the FICB’s, the livestock producers and all of the lending 
agencies which rediscount with the Federal intermediate credit banks. 
can be justly proud and thankful. 

While the original act setting up the Federal intermediate credit 
banks was wisely drawn broad enough to encompass all agricultural 
products, the first efforts of at least the Texas banks were largely that 
of rediscounting for cattle loan companies and selling debentures based 
on livestock collateral. And indeed under and through doubts and un- 
certainties and adverse criticism from some of the former livestock 
lending agencies, these Federal intermediate credit banks established 
and gained the confidence of investors in their debentures to such an 
amazing extent, that although less than 10 years old, they weathered the 
terrible depression of the early 1930’s. They were so well established 
in the confidence of the investing public that the Government had a 
paved road on which to launch the production credit corporations 
and their children, the production credit associations, as. well as the 
bank of cooperatives. This record of the Federal intermediate credit 
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banks has been so constructive and magnificently solid that you gen- 
tlemen of the Congress burdened with the welfare of agriculture 
should give long pause before making any change whatsoever in the 
present financial structure or management of the Federal intermediate 
credit banks, especially in these critical days for agriculture generally, 
but, specifically the livestock industry. f 

If however, in the alternative you decide that these institutions 
should be sold and all Government money taken out of their financial 
structure—but I submit again, when in all of the history of agricul- 
tural development, has so much been done with so little ?—then I think 
in fairness that the three amendments below suggested should be 
adopted and made a part of this bill by this committee : 

1. That all stock in the consolidated bank be purchased by users of 
the bank on an equal basis—not just the PC.A’s. 

¥. That the OFT’s and all other institutions doing business with 
the Federal intermediate credit banks have representation on the dis- 
trict farm credit board and that the majority of the members of the 
board of directors shall be elected by the stockholders of the bank. 

3. All users and stockholders of the bank shall have access to and 
participate in the rights and privileges of the revolving fund. 

[ urge the adoption of the amendments, not only as a matter of 
fairness, but for these more broad and farsighted reasons: 

1. For the ultimate welfare of all agriculture—the farmer, dairy- 
man, poultryman and livestock raiser—all of whom have peculiar and 
particular problems of finance, production, marketing and distribut- 
ing. 

2. That the ownership and management of the rediscounting 
agency—the FICB’s—should not be turned over to one segment or 
faction, but open to all who rediscount regularly. 

3. Membership on the boards of these banks of and by persons rep- 
resenting the old line loan companies can make immeasurably con- 
structive contributions of experienced management, which can, and 
will, unquestionably encourage and retain the confidence of not only 
the borrowers, but of the investing public. 

The cattle industry does not seek either favoritism or subsidy, but 
does earnestly desire a strong rediscounting agency that understands 
its peculiar problems and will stand the strain and stress of time. 

Any cattle loan company then or now does not have the treasury 
sufficient to carry its own paper. It is a matter of rediscounting 
and the cattle loan company is simply the mechanics of receiving the 
application, investigating the borrower and checking his collateral 
and then supervising that collateral during the course of the loan. 

Then he has to have a place to rediscount his paper. The insur- 
ance companies, the large insurance companies, were never interested 
in a production loan. ‘They were interested in real estate. There are 
no sources of rediscount except the big banks and the national banker, 
or any banker is the guardian of the deposits of his depositors, and 
he must keep himself liquid and so in the days immediately follow- 
ing World War I, the Federal Reserve System was cussed pretty 
thoroughly by many cattlemen for devaluating to the extent they 
did, but I have never criticized them because they were faced with 
protecting the integrity and the liquidity of the national banks that 


they supervised. 
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The Government and the Congress, in their wisdom, having had 
experience with the land bank, which is, I think, the greatest piece of 
legislation affecting agriculture in the history of this whole country, 
having had that experience and knowing the peculiar characteristics 
and problems of the production loans, particularly at that time, and, 
Mr. Chairman, it was largely livestock loans that we were concerned 
with, the Congress passed the Federal interim credit bank law, and 
I think it goes without any fear of contradiction, that it is the second 
most monumental piece of legislation that this Congress ever passed 
for the benefit of agriculture. You will remember in those days you 
had to set up the War Finance Corporation. It was purely a tempo- 
rary matter. The Government extended its credit but they said they 
wanted pay for it, and they closed it up as quickly as possible, and the 
answer, based on sound principles, was the setting up of the Federal 
Intermediate Credit Bank System. 

Now, in setting up that system, the Government was not giving any- 
body any money. They were not subsidizing anybody. They told 
everybody concerned that we are not responsible for your debentures, 
and they took the broad view that something had to be done to finance 
the short-time credit of the agricultural community, the farmers and 
the ranchmen, as they explained. The Federal intermediate credit 
banks fitted the problem like a glove on a hand. Just the fact of the 
supervision of the Government debentures and them being paid 
promptly met with an astonishing response from the investing public, 
so much so that although this system of Federal intermediate credit 
banks was not 10 vears old, it met and weathered without a whole lot 
of stress and strain, it met and weathered the terrible depression days 
of the early 1930’s. It is something to think about. It is something 
that we can all be grateful for, and certainly you Congressmen can be 
proud of the Federal Intermediate Credit System in the hands of old 
line bankers with sound ideas. They were not using that capital that 
was advanced by the Federal Government without pay. The law pro- 
vided as to those branches, that if they made any money they had to 
pay 25 percent of it back to the Treasury, and they have paid millions 
of dollars back to the Treasury for the use of that money, but they 
were such a success and it was new, that it made a paved road for the 
Government to launch the bankers cooperatives, and the Production 
Credit Corporation and their children, the Production Credit Asso- 
ciations. 

I think that this system ought to be retained. It is sound. 

Never in financial history has so much good been done with so little 
money. 

I would like to keep the Federal Credit Bank System and its 
management as it is, but if, in your wisdom, you want to recall the 
capital of the Federal intermediate credit banks, I am with you. I 
have no objection to this at all. 

I do think, and I must say this just in ordinary honesty, that I think 
it is an awfully poor time to be making any changes. 

The cattle industry is a sick industry. All agriculture is in a pretty 
bad way and the farmers credit is the most delicate thing of this 
whole business, and as far as the livestock industry is concerned, we 
hold our heads pretty high. We have never asked any favors. We 
have never wanted any subsidy. We are willing to stand and fall on 
sound economics. 
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However, if vou do go ahead and make this change, if that is manda- 
tory and it is decided that you are going to recover this capital now, 
then I think, in common fairness, it should not be turned over to one 
faction or one segment. This great system has been a father to all the 
needs of agriculture. This statement says: 

The 12 Federal intermediate credit banks were established in 1923 by the 
United States Government to provide a source of funds for institutions making 
loans to farmers and ranchers. The banks are authorized to extend agricultural 
credit to production credit associations, incorporated agricultural credit and 
livestock loan companies, State and national banks and trust companies and 
certain other types of lenders, financing the short term credit requirements of 
farmers and ranchers. They are also authorized to extend credit to the banks 
for cooperatives. 

This thing has been nationwide. It has not been only industrywide. 

Now, as to turning that over to one segment, I cannot see the fairness 
of it. There are different philosophies about everything, including the 
loaning business. 

I bear no grudge against the PCA’s. I think they have done a 
wonderful job but I want you gentlemen to thoroughly understand 
as to the old line companies that we furnish our own capital and we 
pay our interest, and that certainly, as far as our little company is 
concerned, that the Federal intermediate credit banks have never lost 
one penny, and as far as the Government is concerned, it has never lost 
one penny out of the Federal Intermediate Credit System. 

You have a sound thing working. 

Now, if you are going to do this, why turn it over to one segment, 
to one faction? I think that we ought to let the rules apply to every- 
body that rediscounts with the Federal Intermediate Credit System. 

I am not making that plea primarily for myself or even for my 
little company. I am trying to envision a far broader, a far more far 
sighted idea as to the future welfare of agriculture and primarily the 
livestock industry which forms the market, and makes a market for 
most of the products that the farmer raises. 

Gentlemen, I appreciate your time and consideration very much 
and all I ask is an open mind. Let us keep agricultural financing 
sound ; let us keep it in sound hands. 

Mr. Poacr. Thank you, Mr. Sartwelle. 

Are there any questions ? 

Mr. Sarrwetie. Thank you, Mr. Chairman. 


STATEMENT OF L. D. CAMPBELL, SECRETARY, OFI COMMITTEE OF 
TEXAS, HOUSTON, TEX., REPRESENTING THE HOUSTON AGRI- 
CULTURAL CREDIT CORP. AND OTHER FINANCING INSTITU- 
TIONS OF TEXAS 


Mr. Poace. The next witness is Mr. Campbell. I believe, Mr, Camp- 
bell, that you represent a number of institutions, do you not? 

Mr. Campren. Yes. 

(The statement submitted by Mr. Campbell is as follows :) 


There are nine privately and cooperatively owned agricultural financing insti- 
tutions in Texas which discount their loans with the Federal Intermediate Credit 
Bank of Houston. These are in addition to the Production Credit Associations 
operating in the district. These loan companies are referred to as the Other 
Financing Institutions or OFT’s. We are naturally vitally interested in any 
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legislation affecting the Federal intermediate credit banks which afford us our 
source of money. We respectfully present this petition urging that H. R. 10285, 
S. 3550. and the other pending bills be amended to allow the Other Financing 
Institutions to participate in the purchase and ownership of the Federal inter- 
mediate credit banks on an equal basis with the Production Credit Associations. 

Since the beginning of movements throughout the country to change the status 
of the Federal intermediate credit banks we have been opposed to any legisla- 
tion which would remove these banks from Federal supervision and control. It 
has been our feeling that as long as the fundamental laws under which the 
lederal intermediate credit banks operate remain constant, we had a substantial 
degree of protection against the possibility of losing these banks as a dependable 
source of discount. Nevertheless, we feel that if the banks shall ultimately be- 
come privately owned by the corporations having discount privileges with them, 
we would not be opposed to legislation in that direction if we are afforded equality 
of treatment with the Production Credit Associations. Thus far, the bills which 
have been introduced do not afford us this equality of treatment in that we will 
not have the right to purchase capital stock of the Federal intermediate credit 
banks, we will not have the right of emergency participation in revolving fund 
nor will we have a vote in the election of members of the district farm credit 
boards. These are all vital elements and should not be accorded to just one 
segment of the patrons of the banks. We do not feel that the ownership of the 
Federal intermediate credit banks should be limited to any segment of its patrons. 
To do so would certainly place the other users of the banks in an unequal position. 

We would like to present a few facts in support of our position and in justifi- 
cation of the reasons why there should be no discrimination between our insti- 
tutions and the Production Credit Associations. As of March 31, 1956, the 9 
other financing institutions of Texas had a combined capital and surplus of 
$5,480,648 and had loans totaling approximately $20 million discounted with the 
Federal Intermediate Credit Bank of Houston. This amounts to about 22 per- 
cent of the total outstanding loans of that bank. We do not have the figures 
available for the other financing institutions in other sections of the country, 
but we are reliably informed that the OFI’s in the 12th Farm Credit District at 
Spokane, Wash. (including the States of Washington, Oregon, Montana, Idaho, 
and Alaska) accounted for 35 to 40 percent of the Federal Intermediate Credit 
Bank’s annual volume of loans in that district. We also understand the OFI’s 
have a substantial volume of loans discounted with the Federal Intermediate 
Credit Bank of Berkeley, Calif. 

Eight of the nine financing institutions for which we are speaking have been 
discounting with the Federal Intermediate Credit Bank of Houston for more 
than 27 years, and two of these institutions have been discounting with that 
bank since it was organized in 1923. The other financing institutions all over the 
country were, for the most part, organized and served agriculture for 8 to 10 
years prior to the organization of the production credit system (Farm Credit 
Act of 1933), and have contributed in a proportionately large measure up to 
$52,566,642 (as of December 31, 1955) of accumulated surplus, reserves and un- 
divided profits of the 12 Federal Intermediate Credit Banks. 

The institutions for which I speak have a history of successful operations and 
continued growth of many years, serving the agricultural needs of their patrons 
in good times and bad. They have eloquently demonstrated their worth to the 
farmers and ranchmen who have availed themselves of their services, and have 
earned a place of permanence in the farm credit system which should be equal 
in all respects with that of the Production Credit Associations. We, therefore, 
feel that we are entitled to equality of treatment under the pending legislation 
and urge that H. R. 10285, S. 3550 and any other bills of a similar nature be 
amended in the following respects : 

1. To enable the other financing institutions to purchase the capital stock of 
the Federal Intermediate Credit Banks on the same basis as the Production 
Credit Associations. Control goes with ownership and we certainly feel that we 
should be allowed to share in the purcase of the banks, particularly since the 
other financing institutions have played an important part in the growth of the 
banks over the years. In addition, participation by the other financing institu- 
tions in the purchase of the bank’s capital stock would spread the burden and 
enable the Government capital to be retired at a faster rate. 

2. To enable the other financing institutions to vote for the two directors of 
the District Federal Intermediate Credit Banks on the same basis as the Produc- 
tion Credit Associations. This can be accomplished by allowing the two such 
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directors to be elected by the stockholders of the bank on the basis of one vote 
for each share of the capital stock of the Federal Intermediate Credit Banks of 
the district owned by each such stockholder, instead of the method of election 
now provided by law. 

8. To permit the use of the revolving fund by the Governor of the Farm Credit 
Administration to subscribe to the capital stock of the OFT’s discounting with 
the Federal Intermediate Credit Banks in times of stress or emergency, on the 
same basis as he is now permitted to subscribe to the capital stock of the Produc- 
tion Credit Associations, and under regulations promulgated by him. 

It is our feeling that by reason of the important position held by the other 
financing institutions in the agricultural lending field and the marked contribu- 
tions made by them during the past 33 years in the establishment, development, 
and successful operation of the Federal Intermediate Credit Banks, we should 
have nothing more or less than equality of treatment with the Production Credit 
Associations. 

Mr. Campsetu. Mr. Chairman and gentlemen of the committee, I am 
L. D. Campbell of Houston, Tex., secretary of the OFI Committee of 
Texas. 

IT am an officer and director in the Houston Agricultural Credit 
Corporation, one of the OFT’s which is doing business with the Federal 
Intermediate Credit Bank. 

I have been in the credit business for the past 30 years, the last busi- 
ness being a production credit business, and if you will pardon a slight 
personal reference, I may state that I have had quite a bit of experience 
in farm credit work, of which I am very proud. 

I went to work with the Federal Intermediate Credit Bank in 1934 
during the depression years. I was with that institution for a period 
of 5 years as credit examiner. 

Then later, I went to the Production Credit Corporation where I 
also was engaged in credit work, where I remained until 1952. In 
1952, I went with the Houston Agricultural Credit Corporation, an old 
line company, and I became an officer and director in that organization. 

Briefly, the Houston Agricultura] Credit Corporation as an ex- 
ample, has been discounting with the Federal Intermediate Credit 
Bank ever since 1923. They were the first one, they got the first loan, 
I guess, of any of the OFT’s. 

They started with only about $5,000, and the corporation was organ- 
ized by the dairymen down there. Today that capitalization is some- 
thing over $1 million and the loans on the books presently amount to 
$5 million. 

This company is owned entirely by the stockholders. In 1923, when 
we organized, it was organized on the basis of the Federal land bank 
system by stock ownership; that is, each time a borrower gets a loan, 
he buys 5 percent of his loan in stock. That is the way they make up 
their capital. I refer to those matters because I would like to give you 
a little of my background. 

I am also representing here today nine companies of Texas. These 
nine Texas companies all discount loans with the Federal Intermediate 
Credit Bank. Eight of those 9 companies have been discounting with 
this bank for a period of 27 years, most of them for a period of 8 to 10 
years prior to the organization of the production credit system, and 
they contributed quite a bit to the capital structure of the present 
Fede ‘al Intermediate Credit Bank system. 

The old line companies had’ quite a bit of trouble through the de- 
pression and before the depression. From 1923 to 1933, they were 
privately capitalized. They had no Government capital. They had 





FARM CREDIT 133 


no one to help them, but they struggled on through these 10 years and 
then the depression hit us. The load, of course, was too much to 
carry. 

The production credit system came into being in the year 1933 on 
a much wider scope, and it has served a very fine purpose and it has 
accomplished a lot in all of these years. 

Now, the OFI’s in Texas, of course, are nine in number. They con- 
sist of: The Agricultural Livestock Finance Corporation of Fort 
Worth; the Commercial Cattle Loan Company of San Antonio; Del 
Rio Wool & Mohair Company of Del Rio, Tex.; Houston Agricultural 
Credit Corporation, Houston, Tex.; National Finance Credit Cor- 
por ation of Texas, Fort Worth, Tex.; the Producers Loan C ompany, 
Childress, Tex.; Producers Wool & Mohair Company, Del Rio, Tex. ; 
San Antonio Agricultural Credit Corporation, of San Antonio; the 
Wool Growers Central Storage Company of San Angelo, Tex. 

That gives you an idea of a cross section of the various types of loans 
that these organizations handle. 

These institutions have no thought about a fight with the Produc- 
tion Credit Associations. When Iw as on their “side of the fence, we 
worked with the Production Credit Associations. I am on the other 
side of the fence now, and we still work with the PCA’s, but there was 
a very valuable contribution made by the OFI’s, especi ially in the 
period 10 years prior to the organization of the PCA’s, during those 
10 long years when they were ‘accumulating reserve surpluses of the 
credit banks. 

As an example, the Houston Intermediate Credit Bank on Decem- 
ber 31, 1933, had $730 in surplus accumulated by the OFI’s. That was 
up to 1933. It was all OFI earnings. 

Since that time the OFI’s have continued to contribute to that fund 
to build the surplus. Today the OFI’s in Texas, as well as, I am 
sure, in the other parts of the country, are asking for only three things 
in connection with this bill : 

They are supporting the bill but they are also asking an amend- 
ment be made to include better participation by the OFT’s in the pur- 
chase of the Federal Intermediate Credit Bank stock. 

In other words, the first amendment that the OFI’s would like to 
see included is the right to buy capital stock along with the Production 
Credit Associations on the same basis. 

Of course, as you know, with control goes ownership and without 
ownership, the OFT’s feel more or less like a stepchild, left out. They 
want the opportunity to purchase stock on the same basis as the pro- 
duction credit associations. 

The second thing the OFI’s want, of course, is the power of fran- 
chise, the right to ‘vote, to help to elect directors. Naturally, the di- 
rectors are going to control the policies and affairs of the Federal 
Intermediate Credit Banks. 

Unless the OFT’s have some representation on the Farm Credit 
Board, -it is entirely possible in years to come, the OFI’s feel that 
they might be slighted as the years go by. 

The third is to ‘permit the Governor of the Farm Credit Administra- 
tion to subscribe to capital stock in the OIF'I’s on the same basis as 
he does that of the PC A’s in times of emergency or stress. 
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Now, the OFI’s have never asked for one dime of Government capi- 
tal but the time may come when they need some help in that respect. 

They want to serve agriculture along with the PCA’s and they want 
to go along with them and work with them. 

It is our feeling that because of the important position held by the 
OFI’s in the past 33 years in the agricultural field that these amend- 
ments which we request should be made. 

Thank you, gentlemen. 

Mr. Poacr. Now, you point out that you would like to stand in the 
same position that the PCA’s stand in as far as all of the benefits 
contained in this proposal are concerned. What about the obliga- 
tions ‘ 

Mr. Campsety. I think that the OFI’s will stand their responsibil- 
ity along with the benefits involved. 

Mr. Poacr. Let us see what responsibilities you would accept. Are 
you willing to limit your line of credit to dealing with the intermedi- 
ate credit banks? 

Mr. Campset. I think they would if it was a necessary provision. 
We have had only one organization in Texas in that connection and 
that is John Brown. 

Mr. Poagr. Yes. 

Mr. Campse... I think that is the only person we know of who has 
ever operated on that basis, but the others have strictly adhered to 
operating from the Federal Intermediate Credit Bank only. 

Mr. Poace. Now, then, will you accept the right of examination the 
same as the CPA’s do? 

Mr. Campseiy. Mr. Poage, at the present time, the old line com- 
panies are examined by the Federal Intermediate Credit Bank. Each 
year, the examiners go out and make an examination of the old line 
companies. 

Mr. Poaae. In order to see that your loans are all right? 

Mr. Campsett. Yes, and also to examine the capital structure. 

Mr. Poace. However, they have no supervision over it. 

Mr. Campse.u. But, there is supervision over the loans, When the 
loans are submitted they can accept or reject them. 

Mr, Poace. Yes, I understand that but they have no supervision 
over them comparable to that which they have over the PCA’s, 

Mr. CAMPBELL. Yes, sir; that is right. 

Mr. Poace. Would you accept that same kind of supervision? 

Mr. Camppe.y. That would be a matter of question. I cannot speak 
for the OFT’s in that respect. 

Mr. Poace. What about competition ? 

Mr. Campse.t. Pardon me, Mr. Poage? 

Mr. Poacr. What about competition? I believe I am right, am 
T not, that in my area, if I wanted a PCA loan, I could not go out to the 
Texas Production Association of San Angelo and get one, could I? 

I would have to make it with the Waco Association, would I not? 

Mr. Campsett. Yes. In the beginning, they had a big association 
with the Texas PCA’s which served the entire State because they felt 
we needed a livestock specialist to handle large loans. 

Mr. Poacr. But we do not have that now, do we? 

Mr. Campsetu. After operating 7 or 8 years, they confined them to 
a localized area. 
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Mr. Poace. But otherwise, you would be willing to do the same sort 
of thing 

Mr. Campsett. That would be questionable; I do not know, sir. 
We would have to present it to them. 

Mr. Poage. I am perfectly willing to accept your premise that we 
should treat everybody alike. We certainly should not discriminate 
against the other financial institutions, but Tost want to know if you 
are willing to accept the bitter with the sweet. If that be the truth of 
the matter, I do not see why you do not just become a part of the PCA, 
if you are going to accept all of the burdens and responsibilities 
incident to it. 

Mr. Campsett. How could we become a part of PCA, Mr. Poage? 

Mr. Poacr. You could only do it by getting a Federal charter and 
giving up your profits and becoming a cooperative institution. 

Mr. Camrpsett. They will tell you that the Farm Credit Administra- 
tion Act designates certain territories for the PCA in the United States 
and that is it. Nobody else can apply to enter that territory. We could 
not apply if we wanted to. We could not organize one if we wanted 
to. Itisall there. 

The Farm Credit Administration designates it in the United States, 
Puerto Rico, and Cuba. 

Mr. Poace. I know, but we might get some reorganization. If we 
are going to make changes, we might make some changes on those 
boundaries. 

I am one of those who feel that there is certainly room for all of 
these lending institutions in Texas, and I think we could work it out 
so that there 1s plenty of room for them, but if you are going to demand 
the right to direct policies, and I can understand your wish in that 
respect, if you are going to demand that right, just how are you going 
to justify asking the privilege to go out and to be exempt from a good 
many policies which are applicable to the majority of the members of 
the plan ? 

Mr. Sarrwe..e. Would it be out of order for me to answer that? 

Mr. Poage. Yes, you may answer it. 

Mr. Sartwe ve. I do not think that the Congress, when it was faced 
with this perplexing problem that had never been solved before back 
there in 1923, intended to have only some narrow channel in which 
it could help agriculture. The law itself is as broad as the field of 
agriculture, and the lending of money on chickens, and I would hate to 
have a loan on them, is different from the lending of money on cattle, 
and the lending of money on crops. That is a different situation. 

You knew Mr. Smith from oe 

Mr. Poagr. Yes, I knew him. 

Mr. Sartwetie. He was a very fine gentleman. No better gentle- 
man ever lived in the world. He was a very successful banker and his 
father had been a country banker before him. When they struck oil at 
Mexia, he got pretty rich. He had a little extra time on his hands, 
and when the Government needed some help there in the early 1930's, 
because the production-credit associations had not been formed, and 
the old intermediate credit bank was not broad enough to take care of 
the situation, he offered to help. In fact, right there was the time 
when the one thing wanted was to borrow money from somebody else. 
They needed help. They could not get one dollar out of the national 
banks in Houston to help to meet this agricultural crisis. The national 
banks were trying to protect themselves. 
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At that time Ed Smith headed this temporary relief lending agency 
in Houston. They had a fine board behind it. We established general 
policy but, after all, some executive has got to be able to say “Yes” 
or “No.” 

The second in command was our good friend Mr. Holman Cart- 
wright, but he told the Government, “I can only work when I have 
time; I have too much business of my own to attend to.” So he was 
just in and out. 

The third man in command was me, the property and livestock loan 
man. When a cowman would come in to Mr. Smith, who had been 
a successful banker at Mexia all of his life, a man with millions of 
dollars of his own, and some cowman, a rusty looking old cowpuncher, 
said, “I have to have $50,000, or $75,000, or $100,000,” it scared Mr. 
Smith to death. He would say, “You better see Mr. Cartwright or 
Mr. Sartwelle.” 

Now, if some Negro came in and wanted to borrow $35—and they 
had such applications in those days—or he wanted to borrow $200 or 
$300, Mr. Smith would talk to him and he was perfectly at home in 
doing it and he wanted to help him. 

Now, this bill says that it is the merging of the Production Credit 
Corporation with the old intermediate credit bank. 

I am just an ignorant Texas cowman but it looks like to me it is 
eating them up. That is actually what they are doing. They are 
not being merged with them, they are eating them up. : 

I want to say something else just in all due courtesy about my feel- 
ing toward these PCA’s because I know a lot of those PCA’s. They 
had to have that supervision. You had to provide your production- 
credit corporation to supervise and teach people and the farmers 
how to lend money because you did not relax for 1 minute your instruc- 
tions to the Federal intermediate credit banks that they must keep 
themselves sound, that they have got to pay their debentures and 
their debentures were based solely and only on the collateral that 
they had, and in the early days, in the 1930’s, you know that if a flock 
of farmers, four or five of them, got together and wired Mr. Roose- 
velt, they got attention, and you would have had a very funny look- 
ing credit situation if you had not had supervision. 

Now, we are willing to have whatever supervision is necessary, but 
T will tell you the kind of supervision that we need. 1 

We take a piece of paper over to the Federal intermediate credit 
bank and they say, “We will not take it or we will just take a part of 
it”; and if the report on the man comes in bad, we have to inspect 
it and make out a sworn statement about it. That is the supervision 
we get. 

I like powers and I think that they are necessary but I do not like 
the child and I do not like the student to be made the master. I have 
not any persona] feelings in that. 

I am talking now, Mr. Poage, for the future of agriculture. 

T have dedicated the best part of my life to try to help Texas agri- 
culture and the Texas livestock industry, and this thing of credit is 
something that is delicate. It is important. 

Mr. Chairman, you say that we should become part of PCA. I 
am seeing down through the years and they say now, here, you are 
taking our territory because we have a right to lend money all over 
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the State of Texas as we have a State charter. Also we make loans 
in Louisiana. We have to get special permission in order to do that, 
and as you know, they have peculiar laws but we do it, and the loans 
have been good. 

Now, we want equality with the PCA’s, just equality, and this law 
gives us only one, that we will have the right to discount. We will 
have the same interest rate, but it leaves in the PCA district boards 
and in this Board in Washington the authority to make rules and 
regulations. It is this administrative law that has the force and 
effect of law that could, in time, put these other lending agencies out 
of business and you have narrowed the channel down to a very small 
stream. 

Mr, Jonnson. Do I infer from what you said that there are certain 
types of farmers that you make loans to, which the PCA will not make 
loans to, and yet they are good people who should have loans? 

Mr. Sartweitix. The farmers that we lend to generally are people 
who come to us with pretty direct requests. 

Mr. Jounson. What I was trying to determine is whether or not it 
is your policy to allow a loan to certain farmers that the PCA would 
have turned down, or a group that PCA perhaps would not take? 

Mr. Sarrwete. No; I think the reverse is true. 

Mr. Jonnson. Are you a little more conservative on your loans 
than PCA is? 

Mr. Sartwe.te. Yes, we are more conservative on our loans than 
PCA is. 

On the other hand, and I will say this partly because Mr. Poage 
knows as a cowman, as an old cowman, that he did not like sheep and 
particularly the dairymen. He just looked at beef, but as to our little 
loan company, which is here represented by Mr. Campbell and myself, 
we have adopted a policy of lending to dairymen, not on the weight of 
that cow but on her production of milk, and we make them pay us 
weekly. It isin the face of this PCA opposition, and don’t you think 
that those old boys are now out looking for business. We have from 
80 to 85 percent of the dairy business in the Houston milkshed. 

Mr. Jonnson. How does your interest rate compare with theirs? 

Mr. Sartwette. I think that they are the same. We get our money 
from the Federal Intermediate Bank. 

Mr. Jounson. Are your charges about the same as PCA’s? 

Mr. Sartwetie. Yes, sir. 

Mr. Jonnson. That is all. 

Mr. Sartwet1e. Speaking of a Federal charter under this regional 
Federal interim credit bank, somebody else bought it, and they asked 
if we would be willing to take a Federal charter. The original law 
provided that in order to get a charter, you had to have a minimum 
capital of $75,000. If you mean by changing our charters, that kind 
of a thing, we would be very glad to do it, but of course, we took a 
little over $5,000 originally and put it into this organization and built 
it up. 

Mr, Jounson. Would the restriction of territory work with you 
people ¢ 

Mr. Sarrwette. No, sir; that is a thing that we are very violently 
against. 

Mr. Jonnson. Thank you. 
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Mr. Horr. Mr. Sartwelle, I am sorry that I was called out and did 
not get to hear your statement, but since I have returned and heard 
just your concluding remarks, I want to see if I understand your posi- 
tion correctly. Do you contend that the passage of this legislation will 
put organizations like your own in a worse position than they are in 
at the present time ? 

Mr. SartweL1e. No, I do not, Mr. Hope, right at the moment. I 
think we would probably live but I submitted in my argument that in 
all fairness, if they were to recover this capital for the Government 
and sell out and turn the thing over, it ought to be turned over to the 
people that rediscount with the Federal credit interim bank on an equal 
basis to all. I do not think that there should be any election about 
it. I think in yesterday’s testimony it came up and Mr. Poage ob- 
jected to some fellow who wanted to have the right to buy stock or the 
right not to buy it, and I think he was right. 

I think we ought to be required to buy stock and certainly we ought 
not to ask the PCA’s to undertake any burdens we would not undertake. 

It is true that you do have a conflict of philosophy here and I do not 
think the Government is one to carve out certain spheres here in order 
to give people a monopoly on that particular little area. 

Mr. Horr. You are opposed to the idea of getting Government 
capital out of these banks ? 

Mr. Campseti. No,I am for it. I am not opposed to that. 

Mr. Horr. I think I understand your position; thank you very 
much. 

Mr. Poacse. Mr. Campbell, do you have anything further? 

Mr. Campse.t. No; thank you, sir. 

Mr. McInvire. Could I ask you, Mr. Campbell, a short question ? 

Mr. Campsexy. Certainly, sir. 

Mr. McInriee. In the 10th district, I am assuming from the presen- 
tation that has been made that the OFI’s are rather active in the credit 
field in that district ? 

Mr. Camppety.. Yes, sir. 

Mr. McIntire. In any of your advisory committee arrangements 
within the district, do they have advisory committees ? 

Mr. Campseit. Yes, sir, they do. 

Mr. McIntire. Are the OFI’s represented in any of that advisory 
committee arrangement ? 

Mr. CamppeEtu. No, sir, they are not. 

The OFT’s have never worked together with them as a unit or or- 
ganized in any way until 2 years ago. When the bill came up last 
year, the policy committee of the Production Credit Corporation took 
over the Interim Credit Bank functions and so forth, and we got to- 
gether then and met; that is, the representatives of these nine com- 
panies, and I was elected secretary of the nine companies. 

Mr. McInrtre. Then, prior to that time, there would not have been 
any appropriate committee, in which any one person could have served 
as a representative of the OFI’s in connection with an advisory com- 
mittee function ? 

Mr. Campper. Yessir; that is correct. 

Mr. McIntree. Of those that you are speaking for in the 10th dis- 
trict, how many of those are cooperatively organized ¢ 
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Mr. Camppetx. Out of the nine, I can safely say for three of the 
larger ones. There are about five that have some stock features, but 
the stock is held by a few individuals, or a corporation, and that there 
are three that are cooperative in nature. 

Mr. McIntire. Are they organized under the cooperative law of 
Texas? 

Mr. Camppety. No, sir; they are organized under State charters. I 
believe the National Finance Credit Corporation has a different 
charter. However, they are organized under a State of Texas charter 
also. I may be wrong on that, but I think that is the situation. 

Mr. McIntire. How many of these nine that you represent are sub- 
sidiaries of other corporate structures or are controlled as subsidiaries ? 

Mr. Campsett. The Producers Loan Co. of Childress, Tex., 
operates in connection with the First National Bank. The same offi- 
cers of that bank are also officers of the Producers Loan Co. of Chil- 
dress, Tex. 

Mr. McIntire. The other eight are operated as separate business 
entities, performing specific services ? 

Mr. Campsety. That is right. 

Mr. McInitre. They are not tied in with any bank or a farm co- 
operative ¢ 

Mr. Sartweie. That is right. They are on their own, and are sepa- 
rate corporations to serve agriculture and the ranchers on the basis of 
fair interest rates. 

Mr. McIntire. Thank you. 

Mr. Jounson. What restrictions would you feel that your grou 
would be willing to take, the same as apply to the Production Credit 
Associations ? 

Mr. Sartwewie. That is very hard to say, Mr. Johnson. 

The OFT’s are a little group and we have not met too often. It 
would be hard for me to say about that. We would have to get to- 
gether and find out, but I think that for the most part, the OFI’s 
would accept practically all of the restrictions which are imposed on 
the credit associations. Some of them might raise the question of what 
restriction would the PCA’s receive in relation to the OFI’s, but the 
OFT’s operated 10 years prior to the PCA’s and built, you might say, 
this house of credit or started it and owned part of it. Now, along 
come the PCA’s in 1933, and they are going to start paying for the 
house and delegating the OF I’s to the back again. 

Mr. Jonnson. There is at least one thing that you would not want; 
you would not want a limitation on your territory ? 

Mr. Sartwexe. Yes, sir; that is right, because that is the way they 
have always operated. 

Mr. Gatuines. Mr. Campbell, how do you account for there being 
such a decline in the number of OFI’s now doing business? Only 
about 10 percent of them are now in the field, as against those which 
were operating 20 years ago. 

Mr. Camppety. I am glad to answer that; that is a good question. 
A good many private corporations were organized during the «epres- 
sion years by local banks and other interested members to bail out or 
tide over the agricultural depression in the early 1930’s. Most of these 
then dissolved in 3 or 4 years, after having served their emergency 
purpose. I assisted in the organization of one such agricultural land 
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organization in Dickens County in west Texas. We organized them 
in 1932, and in 1933 and 1934 they got into pretty good shape, and in 
1935 they dissolved and returned their capital back to the various 
owners who contributed to it—the ranchers and bankers—paid a divi- 
dend, and paid off their connections with the intermediate credit bank. 

It was a temporary proposition back in those years. That accounts 
for a large number of the OFI’s who used those facilities in those days 
during the depression years. 

On the other hand, there was a number of livestock loan companies 
which went broke all over the country ; in Texas, I believe 5 went broke 
or liquidated, that is, 5 in the past 33 years. Those fellows actually 
went broke because they had their portfolios full of loans. They had 
terrible drought conditions and low prices, and they went just as far 
as they could, and their capital was exhausted. They had no revolv- 
ing fund to put back into their organization. If tao had had re- 
volving funds they would have survived, but they had to liquidate and 
take their losses. 

Does that answer your question, Mr. Gathings? 

Mr. Garuines. Yes; thank you. 

Are there any further questions ? 

Mr. McIntime. Yes. 

Mr. Gatruines. Mr. McIntire? 

Mr. McIntire. In my own home county we had three agricultural 
credit corporations set up on this same temporary basis. When the 
PC \’s were organized, they backed out of the field. There were three 
of them fully owned by the banks but they backed out of the loan field 
when the PC A’s were organized. 

Mr. Garuines. What about the situation in recent years, in the last 
5 years ¢ 

Mr. Campsetyi. There has been one added in the past 5 years of the 
old line companies, in San Antonio. The Agricultural Credit Corpo- 
ration was organized about 5 years ago to discount loans with the 
Intermediate Credit Bank. 

Mr. Garuines. Thank you very much. 

Mr. Campsect. It has been a pleasure, gentlemen. 

Mr. Garnines. Thank you, Mr. Sartwelle. 

Mr. Sartwetie. Thank you, Mr. Chairman, and gentlemen of the 
conunittee for the opportunity to appear on this measure. 


STATEMENT OF LLOYD GODLEY, OSCEOLA, ARK., PRESIDENT OF THE 
SECRETARY-TREASURERS AND PRESIDENTS OF THE ARKANSAS 
PRODUCTION CREDIT ASSOCIATIONS 


Mr. Garutnes. I believe we will have time to hear Mr. Godley and 
Mr. Diebold before we recess. 

Mr. Godley was with us a year ago on this legislation. Having or- 
ganized the Wichita district many years ago he is well informed on 
the question of farm credit. He is at the present time general man- 
ager of the Production Credit Association of Osceola, Ark. 

(The statement submitted by Mr. Gedley is as follows :) 


STATEMENT OF LLOYp Gopiey, Hickory Ripee, Ark. 


I am Lloyd Godley of Osceola, Ark., president of the Secretary-Treasurers and 
Presidents of the Arkansas Production Credit Associations. 
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I am a farmer, a member of Planters Production Credit Association, and gen- 
eral manager of the association. 

I helped to organize the production credit associations in the Wichita district, 
served for a time as field credit supervisor, and later served as field representative 
for the Production Credit Division, Washington, D. C. 

TI am here representing 10 associations of my State. 

We do not question the good intention of those who have prepared this legisla- 
tion, nor the high purpose of the honorable gentlemen whose names appear as 
sponsors of this bill. 

We shall do our best to be constructive in our opposition. We shall strive to 
er out what we consider to be wrong and, in the end, we shall offer an alter- 
native. 

We have no objective in being here except to protect the interest of us farmers 
who own the production credit associations. 

We will first call your attention to the declaration of policy set forth in this bill, 
a part of which is as follows: “To facilitate farmer ownership of the merged 
banks, and retirement of Government capital therein; to encourage and promote 
the continued growth and development of production credit associations as self- 
supporting cooperative lending institutions.” 

We think it unfair to single out the farmers who owned the production credit 
associations and demand that they be responsible for retiring Government capital 
from the Federal Intermediate Credit Bank. 

We do not see how this bill can, in any way, encourage and promote the con- 
tinued growth and development of the production credit associations, but we shall 
point out many reasons why we feel that this bill, if passed, may work to the 
detriment of our associations, 

Under the guidance and constructive supervision of the production credit cor- 
porations, there has been developed a nationwide system of production credit 
associations without precedent in soundness of operation or service to the farm 
people. 

There is nothing inherent in a farmer capitalized and operated credit insti- 
tution to make it safe or sound. 

Before production credit, we had many farmer-operated credit institutions, 
discounting through the intermediate credit banks that failed for lack of proper 
guidance and supervision. We, therefore, consider it extremely unwise to 
eliminate the production credit corporations from the system. 

Even though the production credit associations may be required to completely 
support the corporations, we still feel that its service will be worth much more 
than it will cost. 

We do not consider it fair or in the traditions of our Government, to terminate 
by legislation, the officers and employees who have built this system. 

We do not claim that the motive back of this section of this bill is to silence 
those officers and employees who might otherwise oppose the bill, but we are of 
the opinion that it has done that very thing. We can see the possibility of such 
legislation throwing the Farm Credit System wide open to political appointments. 

As you gentlemen well know, the Federal intermediate credit banks were not 
set up for the purpose of serving production credit associations. They were 
set up 10 years before the Production Credit System. 

The Federal intermediate credit banks have, and do, serve well as the discount- 
ing agency for other financial institutions lending to farmers, which includes 
banks, livestock associations, cotton factors, et al. 

We see nothing fair in forcing production credit associations by legislation, to 
bear the burden of purchasing a bank of discount for the use of other financial 
institutions. We are sure that many of the other financial institutions feel the 
same way about this matter. 

The proponents of this bill may claim that the purchase of Federal Intermediate 
Credit Bank will be a benefit, not a burden, to the associations. With this we 
must disagree. Let us point out that the average association will be required, 
under this act, to invest about $30,000 of its capital in the Federal Intermediate 
Credit Bank. This amounts to approximately 14 percent of the total capital 
stock of our associations. 

The use of this capital will be lost to the production credit association for a 
very minimum of 20 years—some have estimated it at 40 to 50 years. This 
capital, while still figured as an asset of the production credit association, can- 
not be used as security for production credit loans. 
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This loss to each production credit association of $30,000 effective capital, will 
mean a loss of $15 million for all PCA’s in the Nation. 

We would like to know how such can encourage and promote the continued 
growth and development of the production credit association. 

In order that our associations might become farmer owned and have sufficient 
capital left to serve the credit needs of our respective communities, many of us 
purchased stock far in excess of the amount necessary to qualify our loans. To 
us it doesn’t seem quite fair to legislate this hard earned capital into Federal 
Intermediate Credit Bank against the will of the farmers who put up the 
money. 

We are vigorously opposed to ownership without control. 

Should the production credit associations ever own the Federal Intermediate 
Credit Bank, they would have no control whatsoever under this proposed 
legislation. 

A board, composed as are our district farm credit boards, can never by the 
greatest stretch of the imagination, be considered a production credit board. 
Should you gentlemen recommend to the Congress that this bill be passed, we 
would hope and pray that you amend it to require a separate board for produc- 
tion credit. Instead of decentralizing the system—bringing it closer to the people 
it is to serve—this bill centralizes 15 functions in Washington that are now being 
performed at the district level. 

The proposed bill provides that after all A stock of the Federal Intermediate 
Credit Bank has been retired, the bank may then retire B stock held by the 
production credit associations. There is no limit set on the amount of B stock 
that may be so retired; therefore, it may be assumed that the Federal Inter- 
mediate Credit Bank would retire all of the B stock owned by the associations. 

In such case, the Federal Intermediate Credit Bank would evidently become 
a public trust. Even though the production credit associations had put their 
capital into the Federal intermediate credit banks with the expectation of 
eventual ownership, they would find that they had no ownership at all should 
Federal Intermediate Credit Bank see fit to retire the B stock. 

The bill sets no margin of interest that the Federal Intermediate Credit Bank 
may charge the associations. 

It may be argued by the proponents of this bill that the district board and the 
Farm Credit Administration will protect the associations against excessive 
interest rates. We have a lot of faith in our fellow man, but we have a lot more 
faith when it is down in black and white in the law. 

We have been asked the question, What do you propose as an alternative to 
the proposed legislation? 

Our answer is that we need no alternative legislation at this time. 

We have a most excellent production-credit system, that has served well the 
farmers of the Nation for the past 22 years. 

When the Farm Credit Act of 1933 was passed, there was no indication that 
the Congress would ever require, or expect, the production-credit associations 
to purchase the Federal Intermediate Credit Bank or the Production Credit 
Corporation. 

The farmers have done a magnificant job of conserving the capital appropriated 
by the Congress to capitalize the associations. Through careful management, 
the majority of the associations have returned to the Production Credit Corpora- 
tion all of the Government capital. But, despite good management, adverse con- 
ditions have prevented some of the associations from becoming completely farm- 
er owned. Now, under this proposed bill, with no choice of their own, they are 
to be burdened for at least a generation with the greater task of purchasing the 
Federal Intermediate Credit Bank, and this, mind you, before they have com- 
pleted the job of farmer ownership of the associations. 

It is popular to preach complete farmer ownership of the farm credit system. 
It should be more popular to have a system that gives the greatest amount of 
credit service to the farmer at the lowest cost to him. 

We farmers, as all of us know, are in a severe cost-price squeeze. We cannot 
see the logic of the Congress on the one hand passing a farm bill to relieve the 
pressure of low farm prices, and on the other hand passing legislation that will 
burden the farmers’ credit institution. 

For the duration of this farm crisis, we honestly believe that the Government 
capital should be kept in Federal Intermediate Credit Bank and Production Credit 
Corporation. Their operations should be streamlined for economy and efficiency. 
The Federal Intermediate Credit Bank should in reality, become a bank of dis- 
count. It should give up the practice it has followed for the past 22 years of 
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being a primary lender. We read in the papers that the President has recom- 
mended foreign aid of 4.8 billion dollars. We would not question the judgment 
of our President in reference to his foreign-aid recommendations. With the well- 
being of our country at heart, we are confident that he would make no recom- 
inendation except what he honestly considered best for us all. 

The reason we mention this foreign aid is that the Government capital in 
our farm-credit system is just a pittance compared to our annual foreign-aid 
contribution. It would seem to us that the well-being of the American farmer 
is, to say the least, equal in importance to that of our presumed friends in 
foreign lands. We believe that the proposed bill will not reduce—but may 
increase—the cost of the farmers’ production money. We are confident it will 
reduce the ability of the production-credit associations to serve the people. 
If it means farmer ownership, it will be ownership without control. It will 
force farmer-owned credit institutions to invest their capital in another cor- 
poration. 

It will deprive associations of a type of council and supervision that has proven 
good and dependable. 

It may mean that the Federal Intermediate Credit Bank will eventually be a 
public trust corporation instead of being owned by the production-credit asso- 
ciations. Seeing this bill from the point of view of the farmers who own the 
associations, we therefore can see nothing good in it. 

All the associations that have been represented before you gentlemen, or that 
have communicated ‘with you in approval of this bill, would evidently take stock 
in the Federal Intermediate Credit Bank, if you made this feature optional. 
We assume this since they think ownership of such stock will be so advantageous 
for the production Credit Association. 

If a little stock is good, no doubt more stock would be better; therefore, should 
you make stock ownership optional, we shall be glad to let any association have 
our share of the Federal Intermediate Credit Bank stock, thus permitting some 
association to have a double dose of a good thing. We prefer foregoing our 
pro rata share of Federal Intermediate Credit Bank, taking our chances along 
with the other financial institutions. We urge that you gentlemen of this com- 
inittee do not recommend the passage of this bill. 


Mr. Goptey. Mr. Chairman and gentlemen, I am a farmer, a mem- 
ber of my local production credit association and, as Mr. Gathings 
has told you, I am also general manager, of that association. 

I am appearing here as president of our Arkansas Federation of 
Production Credit Associations. I represent 10 associations out of the 
14 of our State. Ten of our associations are opposed to this legislation. 
Four of them are either favorable to it or neutral. 

I have a formal statement here, which, in order to save time, I 
will follow rather closely but not exactly. 

We, in coming here, certainly do not question the good intentions of 
those who have been responsible for the preparation of this legislation 
and most certainly we would not question the high purpose of you 
honorable gentlemen who have placed your names on this legislation 
as sponsors of it. We shall strive to be constructive in opposition to 
the bill. 

You have heard some people say recently that certain bills were 
bad bills. We should like to say that we think this is a bad bill for 
agriculture. 

I would like to compliment our Governor and his staff and the 
Federal Board on doing a super job of salesmanship. I think they 
have done a remarkable job. I rather think, however, that they are 
overoptimistic as to the actual so-called grass roots sentiments relative 
to this. 

I have in mind a gentleman who appeared before this committee 
yesterday and he appeared here as representing the production-credit 
association of his district. I have in my file here a statement that he 
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was for the bill, stating that most of his associations in his district 
were for it. 

I have in my file here also a resolution which was passed by that 
district on the 9th day of April. A copy was sent to me by the chair- 
man of the district advisory committee, stating that they were very 
much opposed to any legislation for at least 5 years, that they wanted 
all legislation held up for at least 5 years. 

I am sure that the gentleman was not representing the thing. I 
think he was misinformed, and this gentleman who wrote me misin- 
formed me. I am sure that there is at least one other district in this 
Nation, and that most of the associations are opposed to this bill. 

Mr. Gatutnes. I wonder if that gentleman is present ? 

Mr. Mixer. Yes, sir. 

Mr. Garuines. Is this the gentleman here that you spoke of, Mr. 
Godley ? 

Mr. Gopxtey. Yes, sir. 

Mr. Garuinés. Let us see if we cannot verify this. 

Mr. Gopxey. I shall be glad to but this resolution was sent to me, 
I do not want to get into any controversy, and I do not want to put 
before this committee any confidential information which was sent to 
me. 

Mr. Mixer. I shall be glad to ask that the resolution be made a part 
of the record. 

Mr. Garuines. Without objection, it is so ordered. 

Mr. Gonotey. I shall be delighted to make it a part of the record. 
Mr. Garuines. Would you read that resolution ? 

Mr. Gop.ey. This resolution is dated Jackson, Miss., April 9, 1956: 
Resolution unanimously approved by 22 of the 26 associations of the Fifth 


Farm Credit District represented at a meeting held in Jackson, Miss., in the 
Heidelberg Hotel on April 9, 1956. 

Be it resolved, That the Production Credit Associations of the Fifth Farm 
Credit District recommends to the Federal Farm Credit Board that no legislation 
be enacted to change, in any way, the present production-credit system or the 
Federal Intermediate Credit Bank; be it further 

Resolwed, That if the Congress of the United States demands such legislation 
for the merger of the PCC’s and FICB’s and the purchase of the merged institu- 
tions by the users, it is recommended that the effective date of such legislation 
be deferred 5 years ; be it further 

Resolved, That if there must be legislation, as above indicated, effective etiher 
5 years from now or sooner, it is recommended that the bill offered by the Farm 
Credit Board of Washington and introduced as H. R. 10285 or any identical] bill, 
be enacted into law ; be it further 

Resolved, That a copy of this resolution be sent to each production-credit as- 
sociation in the United States, to the directors and secretary-treasurer of each 
production-credit association in the New Orleans farm-credit district and to Mr. 
P. F. Williams, national advisory committeeman, and to each Senator and 
Representative in the States of Alabama, Louisiana, and Mississippi and par- 
ticularly to Senator Allen J. Ellender, Chairman of the Agricultural Committee 
of the Senate and any agricultural organization which might be deemed advis- 
able by the District Advisory Committee and to each member of the Farm Credit 
Board of New Orleans. 

Certified to be a true copy. 

A. T. SHTELDs, 
Chairman, District Advisory Committee, 
Production Credit Associations, Fifth Farm Credit District. 


Mr. Mirter. Mr. Chairman, would you let me make just a short 
statement ? 
Mr. Garurnes. Yes, sir. 
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Mr. Mittrr. I do not represent the district, Mr. Williams is here 
as the representative of the district and the national advisory council. 
However, naturally, we work rather closely together on this thing 
and I want to make this statement that I feel that we have fulfilled 
this resolution which was passed down in Jackson. 

It has been presented to the national board, to Mr. Tutell. Since 
we have been in Washington we have found that it was imperative 
that legislation be enacted immediately. Therefore, this part in here 
which gays: 
that if there must be legislation as above indicated, effective either 5 years from 
now or sooner, it is recommended that the bill offered by the Farm Credit Board 
of Washington and introduced as H. R. 10285 or any identical bill, be enacted 
into law. 

Thank you, sir. 

Mr. Goptry. That backs up my statement but I think some people 
have been overly enthusaistic about the support this bill actually has 
over the country. Iam glad that isin the record. 

I stated that I thought there had been a good job done of selling 
this bill, and it has been interesting to hear the testimony of those who 
are for it. 

Last summer we were told by either the Governor or Mr. Miles or 
someone on the staff that the merger would means the raising of inter- 
est rates by 0.0288, which is almost three-tenths of 1 percent. I am 
sure all of us are glad to know they have reduced that to nothing, and 
if we continue to discuss this bill they may eventualy get it down to 
where they will be paying us to take the money. 


L would like to cali your attention to the declarations of policy here. 
The policy is declared to be— 


to facilitate farmer ownership of the merged banks and retirement of Government 
capital therein ; to encourage and promote the continued growth and development 
of the production-credit associations as self-supporting cooperative lending in- 
stitutions. 

We think, gentlemen, it is unfair to single out production-credit as- 
sociations and demand that they be responsible for returning Govern- 
ment capital or retiring Government capital from the Federal inter- 
mediate credit banks. 

We do not see that this bill can in any way encourage and promote 
the continued growth and development of the production-credit asso- 
ciations, but we shall point out many reasons why we feel that this bill, 
if passed, may work to the detriment of the associations. We have 
never yet found any way we felt it would actually benefit the produc- 
tion-credit associations. 

I was glad to hear the Governor say -yesterday—and I think we all 
agree with him—that the production-credit system has functioned fine 
for the good of the American farmer and the American people up to 
the present time. It was not just an accident that it happened that 
way, gentlemen. The production-credit corporations have tn in the 
picture and they have seen to it that we had a nationwide coordination 
system of production-credit associations that were operating on pretty 
much the same basis and on a sound and safe basis. I think you will 
all agree with me that there is nothing inherent in a farmer capitalized 
and operated credit institution that makes it safe and sound. 

It has been brought to my attention this morning that at one time 
there were 1,200 independent or other financial institutions in the 
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United States discounting through the intermediate banks, and I be- 
lieve it was stated there are only 94 now in operation in the whole 
Nation, leaving 1,106 that have gone to the boards, many of which, 
I am sure, went into liquidation due to the fact they simply could not 
operate due to poor management, lack of supervision, or otherwise. 
The ones who have stayed on have had strong management, as you can 
see from the men who have appeared before you. They are strong 
men, they have not needed supervision, and they have kept their in- 
stitutions sound. 

I would like to tell you something that happened in my State. I 
hate to tell it because it did happen in my own home State. Back 
in the depression, before this system was organized, there was an 
attempt made by the Arkansas State Legislature to set up a system 
of credit associations, and the State put up all the capital. The 
people from all over the State came to get their share. They divided 
it up, and four or five gentlemen in our section of the State took 
the capital and loaned it to themselves instead of discounting the 
paper, and there was no association left. There was lack of organiza- 
tion, lack of supervision, and everything else. 

Mr. Garutnes. I remember when that act was passed. 

Mr. Goptey. Yes, sir. 

It is a fine system and why tear it down now and try to rebuild it? 
Those production credit associations may be required to complete 
the support of the production credit corporations, we still feel that its 
service will be worth much more than it costs. In our association it 
would cost with its present staff, about what it would cost to hire a 
filing clerk. Most certainly the supervision of the corporation is 
worth more to any association than a filing clerk. 

Let me give you an example. I have a friend who is president of a 
production credit association and he in some way did not much like 
the corporation. There were some personalities involved which should 
never be, but personalities were involved and he was very much for 
this bill. But quite recently he had a person to resign who was his 
main assistant, and he had one of his field men to resign who operated 
one of his field offices, and it was right in the busy season. They 
called upon the corporation and the corporation sent down a field 
accountant and a field credit man and helped them out a few days 
until they had established a new man in the field and a new account- 
ant, and things are running smoothly now. He is not as much opposed 
to the corporation now as he was before. 

At Osceola, 2 weeks ago we had our accountant die who had been 
with us for 10 years. It was a very busy season, and I hired a new 
accountant, but our bookkeeping system is complicated and just any 
bookkeeper cannot do it. 

I called St. Louis and they sent a field accountant and he stayed 
2 or 3 days and got the accounting started and will be back in a month 
or two to train the personnel there to do a good job. 

You may say, “Why are you not trained to do it?” 

In the early days of the system we discussed that thoroughly and 
decided that the manager of an association should be an executive 
and not necessarily an accountant, and that perhaps the associations 
would do a better job if the managers were executives, as bank man- 
agers are general executives and not accountants, and to leave the 
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accounting to somebody else. That is what the system has done 
through the years and it has done a fine job. 

There have been few casualties among the associations in the United 
States. 

Mr. Garuines. How many? 

Mr. Goptry. There were some liquidations in Maine the first year 
because of the potato situation there; and in the apple section of Ore- 
gon or Washington they had made a mistake in organization and they 
reorganized. They did not go broke but they reorganized and have 
operated successfully since that time. But the system has been the 
nearest thing to foolproof in farm credit. 

We do not consider it fair to terminate by legislation the officers 
and employees who have built up this system. That is what this bill 
PRoRonrS to do. I do not know of but one officer who has fought this 
vil] openly, and he is not with us any more. 

I can see the possibility of this legislation throwing the farm credit 
system, or at least the production credit part of it wide open to po- 
litical appointments. You all know the Federal intermediate credit 
banks were not set up for the purpose of serving the production credit 
associations. They were set up 10 years before the production credit 
system was dreamed of. 

Mr, Garuines. I recall in the past in this committee there has been 
legislation for consolidating various and sundry credit agencies and 
lending institutions of the Department of Agriculture. I remember 
that we wrote into that legislation a provision that the same personnel 
would carry on. I do not recall the exact language. I think Mr. 
Poage would know. He also worked on the legislation before the com- 
mittee at that time. I know we did write in a provision that the 
same personnel would continue. 

Mr. Gopiry. I am not too familiar with legislation, but I never saw 
that in a bill before, to eliminate personnel by legislation, to kick them 
all out. 

There is nothing personal with us, because frankly we have no se- 
lection to make. We leave that up to those who have authority to do 
it. But we think that silenced the people who would work hard to 
defeat it and to get legislation, if needed, that would be more desir- 
able. I do not say that to criticize anybody. I am stating that as 
my honest conviction and the conviction of a lot of people I have dis- 
cussed this with. 

Mr. Horr. What is the basis of your fear that this may result in 
political appointees taking over ? 

Mr. Gootey. Well, sir, I have seen it happen, and in your long and 
distinguished career I am sure you have, that where there was an op- 
portunity to put some person in that was more favorable from your 
standpoint politically, if there were two men of equal competency 
and one was more favorable to your political point of view, no doubt 
you would put him in. 

Mr. Horr. Do you not think the presently constituted Farm Credit 
Board and its officials are as nearly a nonpolitical organization as 
you can have in the Government ? 

Mr. Goptey. Mr. Hope, I would not argue that point of view with 
you. I do not think you could ever get an entirely nonpolitical board 
of any kind in Government. I might say this—and I hate to say it 
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because it sounds like sour grapes and criticism—but down in our dis- 
trict when they start running for the district board it is kind of like 
running for Governor. 

Mr. Horr. It must be a good job. 

Mr. Goptey. That is not right, Mr. Hope, but it has even gone so 

far down there that different segments of the system will try to in- 
fluence the election of a director. In other words, another branch of 
asection may try to influence who is elected. 

It got so bad that the head of the head office in Washington called 
the head office in our State to intercede in the election, want ing to know 
why in the world we were not for a certain man. You cannot have a 
nonpolitical board that way, but we have had it and I think other dis- 
tricts have had it. We have seen bad results from it. 

Mr. Horr. You say the farm organizations have been interferring 
in the elections. Do you think they will take any greater part in it if 
we make this change proposed i in this legislation ? 

Mr. Goptey. No, sir. I just cited that because you said these boards 
were as pure as they could be from politics. Maybe they are, but you 
cannot get them pure from politics. 

Mr. Horr. What you are talking about is something that has taken 
place under the present setup. What I want to know is why you think 
the proposals in this legislation will make the situation worse. You 
say it is bad now. 

Mr. Goptry. What prompted my statement is, we are opposed to 
firing by legislation the personnel of the intermediate credit banks 
and production credit associations, and we do think it has silenced 
the opposition to the legislation, and we know it has kept out opposi- 
tion except the production credit associations which cannot be touched. 
When you mentioned the board, I wanted to bring out there is politics 
in electing the officers. I am talking about our district boards. 

Mr. Horr. Are you talking about partisan politics or about a group 
or person working for one particular person? You cannot go out and 
elect a board of directors or anything else without having people tak- 
ing sides and a different group working for one person and another 
group working for another person, can you ? 

Mr. Goptey. Let me say this. Since the Farm Credit System came 
into being in 1933, I think it is a great compliment to the system, and 
is one reason we want it left like it is, that the officers in the produc- 
tion credit corporations and in the intermediate credit banks have 
certainly been nonpartisan. I know some very fine gentlemen who 
have been officers in the banks and in the corporations all these years 
under a Democratic administration who have been lifelong Republi- 
‘ans; and on the other hand, I am sure that had a Republican admin- 
istration been in at the same time, the same thing would have been true. 

T am not talking about kicking out all Republicans and putting in 
all Democrats, or vice versa; but I believe that putting this thing into 
the bill silenced the opposition to it and there is a possibility that it 
will leave it open to political appointments. 

Mr. Horr. What suggestions do you make / 

Mr. Goptey. I would suggest that it has already done the harm now, 
but that is one of the criticism of the bill. It has done the harm by 
silencing the opposition. 

Mr. Gatutnes. Mr. McIntire. 
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Mr. McIntire. We are dealing with corporations that are organized 
by Federal statute. This bill would provide the steps by which one 
corporation so organized is terminated. Does it not naturally follow 
that in the legis: ition it is appropriate to bring in some provision by 
which you provide under the law that upon the termination of the 
corporation, the termination of those employees’ services would follow ? 

Mr. Govtey. Mr. Mc Intire, I stated that I am not too familiar with 
legislation. This is the first time we have ever been confronted with 
a thing like this. It may be a custom in legislation, but it does not 
seem proper and in the traditions of our countr vy to legislate people 
who have served maybe a short time or maybe for 25 or 30 years out 
of their jobs. 

Mr. McIntire. It is not uncommon to terminate the services of 
Government corporations. 

Mr. Goptrey. Yes; but to put it in the legislation and announce 
months ahead that these people are going to be fired, our point is that 
those who would oppose the legisl: tion shut their mouths because they 
were afraid they would get their heads « ‘hopped off. 

Mr. McIntire. Not long ago the Congress terminated the Recon- 
struction Finance Corporation. The proposal to terminate that cor- 
poration was one that was under discussion for a long while, and 
certainly all the employees of the Reconstruction Finance Corporation 
were placed in no different position than the employees of the pro- 
duction credit corporations. 

Mr. Goptey. Yes; because this is included in the bill and it would 
presume that if the corporation should be terminated, most certainly 
the personnel would have to be fired or shifted to another job. 

Here it is announced months ahead of time that you are definitely 
going to lose all your jobs, all of you. Generally, a man wants to keep 
his job. He says, “I do not like this bill, but if I go out and fight it 
they will think it is personal on my part and I w ill be one that will 
not be rehired.” 

That is why we object to it. 

Mr. Horr. You are not talking about this bill, because this bill 
was introduced just a few days ago. You must be talking about the 
suggestions that were discussed lea iding up to the introduction of this 
bill. 

Mr. Goptey. Mr. Hope, we have had the contents of this bill for a 
good many months, and it was stated in it just like it is stated here. 

Mr. Horr. That was merely something for consideration. It had 
no official standing until it was introduced as a bill in Congress, it 
seems to me. 

Mr. Goptey. We think the intermediate credit banks have done a 
fine job all through these years, discounting paper not only for pro- 
duction credit corporations but for banks and all other fianacial insti- 
tutions that qualified. As I say, the banks have done a fine job. But 
we see nothing fair in forcing the production credit associations to 
purchase a bank of discount for the use of other financial institutions, 
and it has been stated by the gentlemen representing those institutions 
that they do not think it is quite kosher either. 

Mr. Garutnes. Mr. Godley, could you stand by until we come back 
after lunch ? 

Mr. Goptey. I shall be glad to. 
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Mr. Garurnes. We will recess until 2 :30. 
(Thereupon, at 12:30 p. m., a recess was taken until 2:30 p. m. of 
the same day.) 


AFTERNOON SESSION 


Mr. Garuine. Will you resume, Mr. Godley ? 


STATEMENT OF LLOYD GODLEY, OSCEOLA, ARK., PRESIDENT OF THE 
SECRETARY-TREASURERS AND PRESIDENTS OF THE ARKANSAS 
PRODUCTION CREDIT ASSOCIATIONS—Resumed 


Mr. Goptey. Mr. Chairman, I will start where I left off in my 
ao here, and I will try not to repeat anything I have already 
said. 

We see nothing fair in forcing the production credit association, by 
legislation, to bear the burden of purchasing a bank of discount for 
the use of other financial institutions. We are sure that many of the 
other financial institutions feel the same way about this matter. 

Now, the proponents of this bill may claim that the purchase of the 
Federal intermediate credit bank would be a benefit, not a burden, to 
the association. With this, we most certainly agree. 

I would like to point out to you gentlemen that the average associ- 
ation will put about $30,000 of. its capital stock into the intermediate 
eredit bank, should this bill pass. That is about 14 percent of the total 
capital stock of our association, and, mind you, this capital would be 
lost to the associations for a period of, the minimum estimate I believe 
is, 20 years, and some have estimated it would be 40 to 50 years before 
we would get any benefit of this capital. 

Now, this capital that we put into the bank, of course, is still figured 
as an asset of the association, but it certainly can’t be used as security 
for production credit loans. 

This loss to each production credit association of $30,000 of its effec- 
tive capital will mean a loss to all the associations in the Nation of 
about $15 mllion of the effective capital of all of the associations. 
Those are not exact figures, they are just estimates. 

We would like to know how such can promote the continued growth 
and development of the production credit association. 

In order that our associations might become farmer-owned and have 
sufficient capital left to serve the credit needs of our respective com- 
munities, many of us purchased stock far in excess of our needs to 
qualify our loans, in order that we might be able to pay off all of the 
corporation stock in our associations. 

To us, it does not seem quite fair to pass legislation to force this 
hard-earned capital out of the Production Credit Associations and into 
the Intermediate Credit Bank, against the will of the farmers. 

Again, they may say, “Well, which farmers?” Well, I mean any 
group of farmers that has put their money into the capital stock of 
a Production Credit Association. I don’t care if it is just one asso- 
ciation. It is not fair to force that stock out of that association into 
mathe corporation, without the will of those farmers who put it in 
there. 

Furthermore, we are most vigorously opposed to ownership with- 
out control. Should the Production Credit Associations ever own the 
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Federal Intermediate Credit Bank, they would have no control what- 
soever, under this proposed legislation. A board composed, as are our 
district farm credit boards, can never, by the greatest stretch of the 
imagination, be considered a production credit board. 

Should you gentlemen recommend to the Congress that this bill be 
passed, we would hope and pray that you would amend it to reauire 
that we have a separate board for Production Credit Associations 
when and if the bank is owned by the Production Credit Associa- 
tions. 

Instead of decentralizing this system, gentlemen, and bringing it 
closer to the people, as we have heard that it is supposed to do, it 
actually centralizes, I believe—and I hope I will be corrected if I 
am wrong in this—as best as I can count, 14 or 15 functions, centralizes 
them in the Washington office, that are now performed at the district 
level. I don’t see how that could be considered decentralization. 

Mr. McIntire. Could you at that point just cite a few of those 
functions which are, by this legislation, being transferred from the 
district boards to the Federal Farm Credit Bureau in Washington ? 

Mr. Goprtry. Well, here is one that I believe is a power that is at least 
held up here, “powers and duties of the Federal Intermediate Credit 
Bank.” 

This is a question talking about reemploying these people, that came 
up thismorning. It says: 

Such reemployment shall be subject to the approval of the Farm Credit 
Administration. 

Mr. McIntire. But is it not true that all of the matters relative to 
employment within the districts is a matter already delegated to the 
district board ? 

Mr. Goptry. Sir, I don’t know about that because it is not in the 
law, and even though the board and the Governor might delegate to 
them, life is a fickle thing. If we had another Governor and a different 
board in this long process that we have, it might change, because they 
could change the regulations. It isin the law. 

That is all that T had reference to. I don’t know, I presume a lot 
of things could be changed by regulation. é 

Mr. McIntire. Doesn’t present law provide that the Farm Credit 
Board will have the jurisdiction which is set forth in this law? 

Mr. Goptry. Which board are you speaking of, sir? 

Mr. McIntire. I am thinking of the Washington board, whatever 
jurisdiction they have over employment, I believe, has been delegated 
to the district boards, but this bill does not change that authority rest- 
ing in the Farm Credit Board in Washington, from the existing law, 
does it ? 

Mr. Goptxy. I don’t have the law before me, sir. I discussed this 
matter with a member of the Federal Board the other day, and I 
asked him how many of the functions at the district level had been 
transferred to the Washington office, and he said 15, and I went through 
here and listed 14, not having the other law to compare with it. I 
could not be sure, but I listed 14 here, and I could not find the 15th 
one. 

Mr. McIntire. What would be another function that this transfers 
to the district? 
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Mr. GopLey (reading): The Governor may at any time require the bank to 
retire such class A stock, if in his judgement the bank has resources available 
thereof, and the proceeds of such retirement shall be returned to such revolving 
fund. 


Here is another: 


Class B stock shall have a par value of $5, and may be issued only to produc- 
tion credit associations in series and amounts approved by the Farm Credit Ad- 
ministration. 

That is not approved by the district—by the Farm Credit Adminis- 
tration. 

Mr. McIntire. On those points, is it your thought that this bill is 
providing for a transfer of authority which, at this moment, rests in 
the district board ? 

Mr. Goptey. I think, sir, that you will find considerable of that 
authority that the corporation has now. Instead of transferring it to 
the Intermediate Credit Bank under this bill, it transferred it to the 
Washington office. 

I think there is considerable of that authority transferred to the 
Washington office that is now held by the Corporation. I believe I 
am correct in that, sir. 

Mr. McInrire. Don’t bother with it any further because that is the 
point. You have cleared up that point for me. 

Mr. Goptrey. The proposed bill provides that after a stock of the 
Federal Intermediate Credit Bank had been retired, the bank may 
then retire B stock held by the Production Credit Associations. There 
is no limit set on the amount of B stock that may be so retired. 

Therefore, it could be assumed that at some time some Federal 
Intermediate Credit Bank might be given authority to retire all the 
stock owned by the Production Credit Associations, and then that 
bank would simply be a public trust, and the Production Credit As- 
sociations would find themselves, after their capital had been invested 
there for many years, they would find that they did not, after all, 
have what they thought they had bought, and that their stock had been 
retired, and they could have no say-so whatsoever about retirement of 
that stock. 

I don’t say that that ever would be done. Under the law, it can be 
done. 

We may be asked the question, What do we propose as an alternative 
to this bill? Our answer to that would be that we need no legislation 
at this time. We have a most excellent production credit system. 

It has served well the farmers of the Nation for 22 years. When 
the Farm Credit Act of 1933 was passed, there was no indication that 
the Congress would ever require or expect the Production Credit As- 
sociations to purchase the Federal Intermediate Credit Bank or the 
Production Credit Corporation. 

The farmers have done a magnificent job of conserving the capital 
appropriated by the Congress to capitalize the associations. Through 
careful management, the majority of the associations have returned 
to the Production Credit Corporation all the Government capital. but 
despite good management, adverse conditions have prevented some of 
the associations from becoming completely farmer owned. 

Now, under this proposed bill, with no choice of their own, thev 
are now being burdened for at least a generation with the greater task 
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of purchasing the Federal Intermediate Credit Bank, and this, mind 
you, gentlemen, before they have completed the job of complete farmer 
ownership of all of the Associations. That has been for a long time 
kind of popular to preach. 

Mr. Jounson. Could I ask you a question right there. 

How many Production Credit Associations have not completed 
paying off the Federal Government ? 

Mr. Goptey. I believe it is 58, sir. 

Mr. Jounson. 58 out of 400? 

Mr. Goptey. I think that’s right, the last figure I had. 

Mr. Jounson. What is the total number? 

Mr. Goptey. 498, 58 not paid out. 

Mr. Jounson. How much Government capital have the 58? 

Mr. Goprxry. I think somewhere between two and three million. I 
am not positive about the exact figure, sir, but somewhere in that 
neighborhood. 

As I said, it is popular to be for getting the Government capital 
out of the system, but I think it should be more popular to have a 
system that gives the greatest amount of credit service at the lowest 
cost to the farmer. 

We, as all of us know, are in a severe cost-price squeeze, and we 
can’t see the logic of the Congress, on the one hand, passing a farm 
bill to relieve the pressure of low farm prices and, on the other hand, 
passing legislation that will burden the farmer’s credit institutions. 

I might say here in passing that I was particularly interested this 
morning that the gentleman who represented the American Bankers 
Association, who was very emphatic in his belief that farmers are not 
entitled to very much assistance in the way of Government capital— 
well, I was reminded that when production credit was set up, there 
was a very small amount compared to the money we know of now- 
adays. of $122 million appropriated for the system. At the same 
time, I believe I am correct in saying that there was about $3 billion 
put in the banks of the United States. 

How much of that has been paid back, it may have al] been paid 
back; how much was lost, I do not know. But I do know of one gen- 
tleman that was president of a big bank in a State close to us, and he 
had signs on the highways, and these signs read this way: 


Our bank— 
and the name of his bank there— 


more than 50 percent of the capital stock of our bank is owned by the Federal 
Government. 


He did that to give the people confidence in his bank. In less than 
2 years’ time he was traveling over the State making speeches to get 
the Government out of business. 

I would like to relate a story that was told by our great friend, Will 
Rogers. He said he was in New York City with Mr. Jesse Jones 
when he was Chairman of the Reconstruction Finance Corporation, 
at a big banquet, and he said that it was a banquet of big industrial- 
ists and bankers, and he said every man that got up to make a speech, 
he spoke on getting the Government out of business. And Will said 
that Jesse Jones turned his menu card over and wrote on the back 
side of the amount of money that he had loaned to the firm of each 
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man that spoke there, out of the RFC, and Will said, “I still have that 
menu card.” 

So that is the way that the thing runs. 

We farmers have always leaned over backwards to keep from bur- 
dening the Federal Government. I just noticed this morning that 
subsidies to business since 1933, there had been a loss of $40.8 billion, 
and the loss on farm subsidies in the whole program during that pe- 
riod was $1.2 billion, and yet you never see that other in the paper, 
and you never hear anybody crying about that. It is always the 
farmer that is being subsidized. 

Well, I say this little pittance of capital, gentlemen, that is in our 
system now, is just chicken feed compared to the $4,800,000,000 of for- 
eign aid that the President just asked for the other day. 

I don’t say that as being critical of the President’s request. I am 
sure that he is right, and I am sure that he would not do anything that 
he did not honestly believe was best for all of the American people. 
But we honestly believe that the well being of the American farmer is 
oaneay as important as our supposed friends across the ocean. 

And I think, and we do, the people I represent believe and honestly 
believe and sincerely believe, and we are not talking just to hear our- 
selves, that this thing is wrong and that the Capitol at this crucial 
period in agriculture should be left in the system, we should be left 
alone like we are. 

The Production Credit Corporations and the intermediate credit 
banks should be steamlined to the minimum of efficiency and then let 
them alone for awhile, most especially until agriculture is on the more 
prosperous basis. We are confident that it will reduce the ability of 
the Production Credit Association to serve the people if this bill is 
passed. If it means farmer ownership, it will be ownership without 
control. It will force farmer owned credit institutions to invest their 
capital in another corporation. It will deprive associations of a type 
of counsel and supervision that has proven good and dependable, and 
it may mean, I say may mean, that the Federal intermediate credit 
bank will eventually be public trust corporation instead of being owned 
by the Production Credit Association. 

Seeing this bill from the point of view of farmers who own the 
association, we, therefore, can see no good in it whatsoever so far as our 
association is concerned. It may be good for somebody else but not 
for us. 

All the associations that have been represented before you gentlemen 
or that have communicated with you in approval of this bill would 
evidently take stock in the Federal Intermediate Bank if you made 
this feature optional. 

We assume that since they think ownership of such stock will be so 
advantageous for the Production Credit Association that they would 
be willing to take stock, even if it was left optional to them. Now, if a 
little stock is good, no doubt more stock would be better. 

If you would make stock ownership optional in this bill, if you do 
pass it, why we would be just delighted to let some association have 
the stock that is assigned to us, and we would be willing to take our 
chances with the other financial institutions without any ownership 
in the Intermediate Credit Bank but discounting through the bank as 
we do now. We prefer foregoing our pro rata share in the capital 
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stock of this bank if this law is passed, and we would be given the op- 
portunity. 

I am here on behalf of the people in my State that own 10 percent 
of the Production Credit Association. I am here to urge you gentle- 
men not to recommend this bill for passage because we are just as 
honest as we can possibly be in our conviction that this bill is wrong. 

A very fine gentleman asked me awhile ago, he said, “Lloyd, do you 
honestly believe what you are saying?” I believe it with all ‘my 
heart and all my soul that everything I have said here, unless I made 
an erroneous statement is factual and best for the American farmer 
and for the people who own the Production Credit Association. 

Mr. Jounson. In your particular association, we had it explained to 
us yesterday, the percent of stock that each association would have to 
buy How much would it cost your association ? 

r. Goptey. About $31,000, I believe. 

Mr. Jounson. That you would have to buy the stock ? 

Mr. Goptey. Yes, sir, we have a small association, a one-county asso- 
ciation that lends about $3,200,000 a year in that one county and our 
prorata share would be something like, as we figure it now, $31,000 of 
our stock, and we went out and sold about $42,000 in order to pay off 
our Government capital. 

Now to turn around and take $31,000 of that out and put it in 
another corporation seems to us a little unfair. 

Mr. McIntire. Now you say $31,000. Over what period of time? 

Mr. Gopiey. Well, it would be under a three year period. From a 
certain period of time this bill passed a third of it, then another third 


the next year, and then another third within a three year period. 
Mr. Gatuines. Any other questions? Thank you, Mr. Godley. 
Mr. Goptey. I sure thank you gentlemen for listening to our story. 
Mr. Gatuines. It isa pleasure to have Mr. Diebold with us. He has 
had many years background and experience in Production Credit Asso- 
ciation work. Mr. Diebold, would you like to make a statement / 


STATEMENT OF LLOYD DIEBOLD, HICKORY RIDGE, ARK. 


Mr. Dresotp. I am Lloyd Diebold of the Cash River Production As- 
sociation. I am on the executive committee and on the district ad- 
visory committee. I represent Jonesburg, Osceola, Forest City and 
Cash River. 

Mr. Garutnes. In Arkansas? 

Mr. Dresorp. In Arkansas, yes, sir. 

I sanction Mr. Godley on all he said. He just about covered all my 
notes. I can’t see why we would have to call this money in at this 
time. I would illustrate it this way. . 

If you have a new car or a tractor that is running good, why drive 
it into a garage and tear it down to see what is making it run good. 
We have an organization that is really doing the job and I would like 
to see you fellows leave itthat way. _ 

Mr. McIntire. What is your position relative to the overall objec- 
tive which I think we can say started out in regional legislation which 
established the Federal land bank, carrying the overall objective of 
eventually retiring the Government capital out of the Farm Credit 
Administration ? 
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In the original land bank legislation that was a part of the act and 
over a period of years that, of course, has been accomplished. A couple 
of years ago, or a year ago, we passed an act which provided the 
vehicle by which the bank for cooperatives could retire their capital out 
of the bank for cooperative systems. What is your thought as to the 
objective of eventually retiring the Production Credit and Federal 

Mr. Drepotp. Well, we had such a time retiring our local capital, it 
really put a strain on the association and if we are called on at this 
time to retire the capital from the Intermediate Credit Bank and if 
it is true that it will cost another quarter of a cent we are charging six 
now in nearly all associations in Arkansas, if we go to six and one- 
quarter or six and a half, we are almost a dead duck because we will 
lose what we call our gilt-edge business to the banks. If we have to 
try to get along with fifty- and one-hundred-dollar cotton loans, why 
we can’t do it. 

Mr. McIntire. Do you think that the legislation should eventually 
provide the vehicle by which the Federal Government could be retired 
out of the system ? 

Mr. Dresotp. Well, it is possible, but if it could be put off for 2 or 3 
years, until we get to wheeling again—right now, the squeeze that we 
are in I think we should retire that capital. 

Mr. McIntire. Thank you. 

Mr. Poace. Are there any further questions of Mr. Diebold? If 
not, we are very much obliged to you, Mr. Diebold. 

Mr. Drezvotp. Thank you for the opportunity of appearing before 
you. 

Mr. Poacer. I believe Mr. Slusher is anxious to catch a plane. We 
will, therefore, hear from Mr. Slusher next. 


STATEMENT OF PAUL V. SLUSHER, PRESIDENT, WARRENSBURG 
PRODUCTION CREDIT ASSOCIATION, WARRENSBURG, MO. 


Mr. Curistopuer. Mr. Chairman, Mr. Slusher comes from my dis- 
trict. He has been with the production credit in one organization or 
another since its very beginning. He is a very competent man and 
well posted in the way production credit should be handled. It is 
a pleasure to introduce him to the gentlemen in the audience and to 
the members of the committee. 

Mr. Siusuer. My name is Paul Slusher from Lexington, Mo. I am 
glad to have the privilege of appearing before this committee. 

However, being a farmer I will be honest in saying that I do not 
consider it a pleasure. I live on a farm, a small farm, in Lafayette 
County. Most of the farms in our territory average from 1 to 500 
acres, which would be just a garden or backyard to many of the men 
that have appeared before this committee. 

I have been a member of the Production Credit Association since 
1941, have served on the executive committee of that association, a 
member of the board since 1943, have served on the district committee 
some 10 or 12 years, and have served as an alternate on one national 
committee meeting. 

The source of my information is coming strictly from the grass 
roots and creditwise I don’t suppose that I am even considered the 
upper crust of the grass roots. S if you can lower your thinking, 
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we will put it the average member, the average director, perhaps, I 
can explain the situation in our territory. 

Our association is what we would consider average of the State of 
Missouri, and I, as near as I can gather, the sixth district is probably 
average of the 12 districts in the United States. 

Our association is not one of the smallest, nor one of the largest. 
Our volume at the present time only exceeds $1,000,000. Our net 
worth at the present time is some $400,000. 

Several times, at least two or three during the past 3 or 4 years, 
our members have been called upon to buy extra stock in the associa- 
tion in order that we may become farmer owned. That was a goal 
— have been striving for for some time and we reached that goal 

ast fall. 

As has been mentioned by Mr. Godley, there are a number of asso- 
ciations, not yet farmer owned. Many of the members in our asso- 
ciation have retained their stock and bought additional stock in order 
that this might be possible, with the hope that there might be dividends 
paid at some time. 

Within the past 2 years, I believe, some $140,000 of capital stock 
has been—and that in the form of Government capital—has been 
withdrawn from our association and, being the average, we are slightly 
under the $30,000 mentioned that will be withdrawn again if this bill 
is pene. 

ow to some that might not make a great deal of difference, To 
us, it might. 

We are operating now on a very small margin. Our interest costs 
are higher than they have ever been. 

We are paying, as most of you know, 314, percent, and we are charg- 
ing a 6-percent interest rate, which we have been, for some time, and 
like many other operations, our expenses are higher than they have 
ever been. 

Therefore, we feel that the withdrawing of this $30,000 if for no 
other reason, our association might put us in a position that we will 
be, or could be and possibly we will be, operating in the red, if the 
interest rate continues at the present rate for the next 3 or 4 years. 

And it is my fear that we are not going to be allowed to operate 
under those conditions very long. 

Some associations that have testified here in favor of the bill, no 
doubt are in a much better financial position. I feel that our associ- 
ation may be compared with some of the members, and those that are 
not in a good financial position can very quickly run into trouble when 
capital is withdrawn from the business that they are operating. 

have a prepared statement here. Much of it is repetitious, pos- 
sibly, to some that has been given. I have noticed quite a bit of dis- 
sent both here and at other meetings in listening to the opposition. I 


have noticed also in the past year or so that most of the opposition to 
this bill has been a little reluctant in expressing their opinion. 

I have attended district meetings, or did attend a district meeting 
where this bill 201 was re or we helped to propose the bill, we 


thought with the idea of purchasing one of the institutions with fur- 
ther study to be given to the Intermediate Credit Bank. 


76973—56——11 
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In my opinion, that has some merit. There were some things I liked 
about it as much or more than I do about this bill. We will get back 
to this bill. 

Mr. Poacr. May I break in right there? You have referred to 
your formal statement. I suppose you would like to have it made 
a part of the record ? 

Mr. Stusuer. Yes. 


Mr. Poacr. Without objection, it will be made a part of the record. 
(Mr. Paul V. Slusher’s prepared statement is as follows:) 


STATEMENT OF PAuL V. SLUSHER, LEXINGTON, Mo. 


I am Paul Slusher of Lexington, Mo. I am a farmer and member of the War- 
rensburg Production Credit Association. I have served on the board of directors 
of the Warrensburg association for the past 16 years and have served as its 
president since 1943. I have served on the loan committee in my association 
since 1941. 

In addition to my close association with my local production-credit association, 
I am a member of the sixth district advisory committee. I have served on this 
committee for approximately 12 years and am presently treasurer of this com- 
mittee. I furnish this information so the members of this committee may know 
my background and qualifications to speak on this subject. 

I am representing the board of directors of the Warrensburg Production Credit 
Association and its membership. While I am not authorized to speak for the 
other associations over the country, I am sure that a large number of them would 
agree with what I have to say. 

We have the greatest respect for the Federal Farm Credit Board and feel that 
this Board is sincere in its efforts to recommend acceptable changes in our great 
production-credit system. We do not believe there is anywhere near unanimous 
acceptance of this proposed bill. Later in my testimony, I shall present evidence 
that there is a great deal of opposition to this bill to merge the production-credit 
corporations into the FICB’s, from other districts, as well as our own St. Louis 
credit district. Some proponents of this bill contend that the abolition of the 
Production Credit Corporation is a great step forward. They say that we needed 
supervision in 1933 but very little supervision today is necessary. We agree that 
the degree of supervision can certainly be, and has been, reduced. It has been 
under the constructive supervision and guidance of the production-credit cor- 
porations that our great production-credit system has grown to be so important 
to American agriculture. The Federal intermediate credit banks were in opera- 
tion 10 years prior to the birth of the production-credit system, but were unable 
to serve agriculture because the various agricultural credit agencies established 
to syphon the money from the Federal intermediate credit bank to the local 
farmer did not serve the farmer due to lack of supervision. One of the greatest 
depressions of history was experienced in the 1939’s. Through the foresight 
of our great Congress of 1933, the production-credit system was born. Through 
this noble act of that Congress, and under the constructive supervision and guid- 
ance of our production-credit corporations, the local PCA’s rendered an invalu- 
able service to the American farmers by providing the right kind of credit, under 
the terms needed to assist him in withstanding this unprecedented depression of 
the 1930’s. In our opinion, the present cost-price squeeze in agriculture in most 
sections of the country is comparable to the depression of the 1930's. The pro- 
duction-credit associations today are providing a credit service for its members 
that was not done by the various financing institutions prior to the origin of the 
production-credit system. In our opinion, the supervision provided by the pro- 
duction-credit corporations has made this great service possible. 

Since the majority of the production-credit associations have only recently 
become completely farmer owned, the complications involved, in our opinion, 
make it extremely important that we have access to the continued services and 
guidance of the people who are familiar with our problems. In our opinion, no 
one can offer this assistance as well as the production-credit corporations. We 
believe it advisable to streamline the operations of the production-credit corpora- 
tions and FICB’s. We understand this is to be done regardless of any legislation. 
We have been informed that the Federal Intermediate Credit Bank is to become 
strictly a bank of discount, rather than being a primary lender, yet the credit 
examinations of the associations will be made by the bank; if this: bill is passed. 
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It is not unreasonable to assume that by this procedure the bank may eventually 
set the credit policies rather than leaving this decision to the local boards of 
directors in the PCA’s. It is our opinion that the expenses of the Production 
Credit Corporation and the Federal Intermediate Credit Bank can be reduced 
substantially and still keep the two units separate. This, to us, appears to be 
both logical and appropriate. 

It is suggested from some sources that it will be an advantage to the production- 
credit associations to increase the assets of the Federal intermediate credit banks 
by merging the PCC’s and the FICB’s, and the stock investment that would be 
required by the production-credit associations. With this, we cannot agree. The 
bank was created for any lending organization serving agriculture, and they still 
are permitted to discount paper for these other institutions. We have no ob+ 
jection to this feature but we think it unfair to require the production-credit 
associations to assume the burden of retiring the Government capital from the 
Federal Intermediate Credit Bank. The average PCA would be required within 
24 months after the enactment of this bill, to invest some $30,000 of its capital 
structure to purchase stock in the consolidated institution. This $30,000 could 
not be used by the association to support loans for discount purposes and for all 
practical purposes, would be a “frozen” asset. This $30,000 invested in bonds 
would earn the association $750 per year. By discounting on a 7 to 1 ratio, this 
“frozen” $30,000 would reduce by $210,000 the amount of dollars the association 
could loan. Could this be called an advantage to a production-credit association ? 
When a PCA member has a “frozen” loan, he doesn’t feel that it is an advantage 
to him—neither could it be considered an advantage to a production-credit associ- 
ation to have $30,000 “frozen” capital. 

I, for one, have a substantial investment in production credit A and B stock. I 
willingly purchased this stock to help increase the capital structure of my asso- 
ciation and hastened the day we could reach the goal of 100 percent farmer own- 
ership. Many other farmers did likewise. We did not purchase this stock with 
the intentions of it being legislated into some other corporation other than our 
own local PCA. We do not consider it reasonable to be required to do so now. 

During this period of economic distress in agriculture, we do not consider it 
advisable to withdraw the Government capital from the Federal Intermediate 
Credit Bank and the Production Credit Corporation. This would create a further 
financial hardship on farmers at a time when we cannot withstand many further 
adversities. It is completely unreasonable to require, through legislation, the 
PCA’s to invest their hard-earned capital in the Federal intermediate credit 
banks, which serve as banks of discount for all other agricultural. lending organi- 
zations. The commercial banks are permitted to discount paper with the FICB 
by meeting their requirements. Recently the Farm Credit Administration ap- 
proached the Board of Governors of the Federal Reserve System in an effort to 
get the Federal Reserve banks to purchase FICB debentures so that PCA’s could 
realize a more favorable discount rate. This request was apparently declined, or 
at least discouraged. The Federal Reserve people indicated that their duty lies 
in regulating the supply of credit for the general economy of the country, rather 
than being a source of credit... Why, then, should the services of the FICB be 
available to commercial banks? They no doubt will use the services of the FICB 
only at times of emergency, yet the PCA’s would be required to keep these services 
available to other lenders, in both good times and bad. 

We do not believe this committee can honestly recommend to Congress the pas- 
sage of this bill, which would place an undue financial burden on the farmers’ 
shoulders... We honestly believe that if it were not for the stabilizing effect of 
production credit associations, the great majority of farmers would be paying 
a much higher interest rate for their money. A PCA member, regardless of his 
financial position, pays a standard interest rate. All PCA members in an associ- 
ation pay.the same rate on the unpaid principal balance, regardless of social stand- 
ing, financial position, or family connections. This is not true with many lenders. 
Just check the chattel records at the courthouses over the country. The man 
with the strong financial statement, in many cases, will be paying possibly 6 per- 
cent, while the small farmer is paying 8 percent, or higher. 

The National Farm Loan Association and the Bank for Cooperatives are not 
presently discounting loans with the Federal intermediate credit bank in our 
sixth district. Yet these men on the Board have just as much authority as the 
production credit elected directors. At a statewide meeting of the Missouri direc- 
tors and secretaries held at Jefferson City, Mo., on April 9, 1956, a motion was 
placed before the group to amend the present bill by inserting a change of the 
name of the Federal Intermediate Credit bank to the Production Credit Bank of 
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St. Louis. We had been informed at this meeting that if this bill did not pass 
that Congress would write one for us. With this thinking uppermost in the minds 
of those present, the motion carried. A goodly number of the directors, how- 
ever, had already left the meeting before the motion was voted upon, so a true 
representative vote could not be obtained. 

I have here with me correspondence from a number of associations in Missouri 
that have cast an affirmative vote on the motion but are still vigorously opposed 
to the bill to consolidate the FICB’s and PCC’s. 

We, in the sixth farm-credit district, are not alone in our opinion that this 
bill, if passed, would be detrimental to the production-credit system, and the 
farmers at the grassroots level. We have received correspondence from Ten- 
nessee, Mississippi, Louisiana, New Mexico, Alabama, and Iowa, all of which 
are opposed to this bill. I understand that there are a number of other States 
where there is a great deal of opposition. No doubt some members of this 
committee have received communications from these other associations. 

Certainly, some of the amendments proposed have merit, such as changing the 
name from Federal Intermediate Credit Bank to Production Credit Bank and in 
our opinion, has influenced the thinking of some associations in various districts. 
An expression from the sixth district, including the sixth district farm-credit 
board, vigorously opposed the recommendations of the Bureau of the Budget to 
return the surplus of the FICB’s and PCC’s to the Government. 

It is our sincere opinion that for the benefit of the farmers at the grass-roots 
level, any legislation should be deferred for at least 5 years. We hope and pray 
that this committee will see fit to postpone any legislative action pertaining to 
the production-credit system at this time. We are sure that a delay of any 
legislation would be in the interests of the American farmer at this time. 


Mr. Poacs. Without objection, I would like to put in the record 
certain communications that have come to the clerk. 
(The documents above referred to are as follows :) 


Apri 18, 1956. 
CLERK OF AGRICULTURE COMMITTEE 
House Office Building, Washington, D. C.: 

Regret short notice as previous commitments make it impossible for me to 
appear at hearing on farm credit bill. Our corporation is a part of the National 
Livestock Producers Association. We endorse and support the testimony pre 
sented by P. O. Wilson, secretary manager of the National Livestock Producers 


Credit Corp. 
By J. A. Lams. 


Eavecutive Vice President and Manager. 


Maset C. Downey, 
Clerk of House Committee on Agriculture, 
House Office Building, Washington, D. C.: 

Re tel April 12th and your reply. It is now impossible for me to attend hearing 
Tri-State Livestock Credit Corporation, San Francisco, Calif., is vitally interested 
in and opposed to provisions of H. R. 10285. We support and endorse testimony 
which will be given by P. O. Wilson, secretary and manager of National Livestock 
Producers Association. 

J. A. WHITE, Jr., 


Member, Tri-State Livestock Credit Corp. 


Aprit 19, 1956. 
CLeRK or House CoMMITTEE ON AGRICULTURE, 
House Office Building, Washington, D. C.: 

We have definite interest in H. R. 10285. Regret inability to testify due to short 
notice. We adopt and support the testimony given by the National Livestock 
Producers Association of Chicago. 

NATIONAL Livestock CrepitT Corp., 
Oklahoma City, Okla, 
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Apri 19, 1956. 
CLERK OF House AGRICULTURE COMMITTEE, 
House Office Building, Washington, D. C.: 


Wish to support testimony of P. O. Wilson representing National Livestock 
Producers Association and subsidiaries and L. D. Campbell, secretary of Com- 
mittee of Texas, at committee hearing for H. R. 10285, S. bill 3550 and other 
pending bills. 

J. W. MiTcHELL, 
Manager, National Finance Credit Corp. of Texas. 


* 


Propucers Live Stock Corp., 
Chicago, Il. 


To Congressman Cooley and Members of House Committee on Agriculture: 


The Producers Live Stock Credit Corp., of Chicago, lends money for cattle 
and sheep production to farmers and ranchers over 12 Middle Western States. 

Sinée organization in April 1924, the Producers Live Stock Credit Corp. has 
discounted with the Federal Intermediate Credit Bank of St. Louis, and is the 
largest single discounter with that bank. 

Because we feel that the proposed legislation is discriminatory and unsound, 
we definitely oppose it. We oppose this bill for the following reasons: 

1. We object to paying part of the cost of supervision of the production credit 
associations. There seems to be no precedent for this, as the other financing 
concerns of this country pay for their own supervision. 

2. Other financing institutions will, while acquiring participation certificates, 
have no vote in Federal intermediate credit bank affairs. The voting stock is all 
to be held eventually by the production credit associations. This is gross dis- 
crimination. 

3. Upon liquidation, the surplus accumulated prior to this bill becoming law 
will go to the production credit associations as B stockholders. This surplus 
actually belongs to the United States Government. However, if it is not to‘re- 
vert to the Government, then it should be distributed equitably to the users, ‘in- 
cluding, both production credit associations and the other financing institutions. 
The other financing institutions have been contributing to this surplus since 1923, 

4, The collateral requirements should be uniform. Any restrictions should be 
based on the qualifications of the farmer-borrower and the financial condition of 
the discounting agency. The collateral requirements should not be based on 
whether the discounting agency happens to be classified as a production credit 
association, or as an other financing institution. These differences in collatera} 
are set forth in sections 202a (1) and (2), and section 6 (i) (1). 

5. Terminating employing of Federal intermediate credit bank employees is 
unnecessary as the Federal intermediate credit banks are not being liquidated as 
are the production credit corporations. 

6. This bill requires the purchasers to pay for 15 percent of the stock within a 
period of 2 years. Under present agricultural conditions this requirement will 
be difficult to accomplish unless the Governor, under powers granted, uses the 
revolving fund to provide many of the purchasers with the funds needed to 
finance the purchase. 

All of the above objections to the bill, however, are secondary. The prince ipal 
objection we have is changing the status of the Federal intermediate credit bank 
system at this time. We believe this will increase rates to farm and rancher 
users. We recommend that this bill be rejected and the Federal intermediate 
credit banks maintained on their present basis. 

The Federal intermediate credit bank system has an available reputation, 
acquired from 33 years of furnishing sound, dependable, and effective agricul- 
tural credit throughout the country at minimum cost to the Government. This 
reputation is reflected in the confidence of the investing public in the Federal 
intermediate credit banks’ public offering of debentures. 

The Federal intermediate credit bank program should not be disturbed at this 
critical period. We recommend the rejection of this bill. We have read the 
testimony of P. O. Wilson, secretary-manager of National Live Stock Producers 
Association, and we are in complete agreement with that statement and endorse 
it in its entirety. 

Respectfully yours, 
JEROME J. BuRKE, Secretary-Mahager. 
Datét’April 18, 1956. 
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Apri 19, 1956. 
Hon. Cuirrorp McINTIRE, 


House of Representatives, 
Washington, D. C.: 


Board of directors, Central Jersey Farmers Cooperative Credit Association 
unanimously asks that you record in their behalf full support of H. R. 10285, 
a_.bitl to merge production credit corporations in Federal Intermediate Credit 
Bauks. It is our understanding this bill best embodies the recommendations 
made at all levels of the Farm Credit System, and as such we ask you bend 
every effort for quick passage. 


CENTRAL JERSEY FARMERS COOPERATIVE CREDIT ASSOCIATION, 
C. A. O'REILLY, Assistant Secretary. 

Mr. Jounson, Right at this point, I want to ask the gentleman a 
question. You referred to the capital to be drawn from your local 
production credit. Do you mean the stock that you would have to 
purchase? Is there any other capital proposed to be drawn out by 
this legislation ? 

Mr. Stusuer. I am talking about the capital stock, this $30,000 
average capital that will be withdrawn from the association. 

Mr. Jounson. That you would have to purchase in stock ? 

Mr. Stusuer. Yes. 

Mr. Jounson. How much do you estimate that would curtail your 
loaning ability ? 

Mr. Stusner. That would depend, naturally. Now, as I understand 
it, it does not affect the discount ratio which I learned here is 10 to 1. 
I never heard of more than 5 to 1 in our association until the past 6 
months. 

Mr. Jounson. Six to one, wasn’t it ? 

Mr. Stusuer. I have heard 10 to 1 mentioned, have I not? 

; cones Poace. About 6 to 1 is about all you have been doing, is that 
right? 
r. Stusuer. We have been following a 5 to 1 basis, at least that 
is what I have been told. : 

Getting back to the question, my understanding is that this money 
being withdrawn will not affect the discount ratio, but it cannot be 
used to discount the paper with the Intermediate Credit Bank, 

For example, we have had a $2 million volume in our association 
which, as I understand, on a 5 to 1 basis requires $400,000 capital 
structure. , 

Suppose we build back to the $2 million in volume, the $30,000 is 
withdrawn, then that will affect the discount ratio with the Inter- 
mediate Credit Bank, as we cannot use that $30,000 to discount our 
paper. 

r. Poace. Let me help you just a little right here. 

Mr. Stusuer. It would amount to only 200,000. 

Mr. Poace. Let’s find out. 

Is it true that the Farm Credit Administration would approve 6 
to 1 lending ratio? 

Mr. Tooter... That depends. Sth If 

Mr. Chairman, actually there are some associations that for periods 
of time exceed the 6 to 1. I think the average right now for the 
United States is seven and a quarter, : 

Mr. Mixes. 10 to 1 is the legal limit, but they are now operating, most 
of them, on around a 5 to 1 basis. i 

Mr. McIntime. Doesn’t that ratio vary somewhat as to what might 
be the intensity of risk in a producing area ? 
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‘Mr. Mires. There are some differences in districts, and this does not 
apply to all of them, but there are some districts that do review the 
general situation in each association from year to year, and the Inter- 
mediate Credit Bank decides upon what ratio it is willing to accept 
paper from those particular associations. But the legal limit, they 
ae up to 10 to 1, as far as the law is concerned. 

r. StusHer. In my understanding of the situation; of course, as 
you said, it would depend on, I suppose I should put it, the financial 
position of the association. 

And, I as I said, our association is small, and therefore we might 
be affected more than the association with more capital. 

Mr. McIntire. Mr. Chairman, I would like to clear up one point 
in my mind; getting back to this lending capacity of your association 
in relation to your investment in the stock of this corporation. 

I was laboring under the impression that this would not affect the 
lending ratio of your association, but that this stock in the merged 
corporation, in which you would be required to make this investment, 
could not in itself be used as collateral to secure—it would not affect 
your ratio of 1 to 5 or 1 to 544 or 1 to4—— 

Mr. Stusuer. I agree with that. 

Mr. McIntire (continuing). Which is based, of course, on your 
eapital structure. 

fr. Stusuer. I agree with that. But as I understand it, we cannot 
use that to discount our paper, that 30,000 with the Intermediate Credit 
Bank. 

Mr. Jounson. Have you ever been able to put up your stock in your 
production credit as collateral to discount paper ? n’t you have to 
put up the particular mortgages ? 

Mr. Stusuer. Yes. 

But that capital is withdrawn from our association, as I understand 
it, and put into this merged institution as an asset, but we cannot use 
it to discount our paper with the bank, with the Intermediate Credit 
Bank. 

Now, if I am wrong, I would be glad to have these gentlemen tell me. 

Mr. Jonnson. Wouldn’t you have 30,000 less to lend ? 

Mr. Stusuer. No, sir; ona 5 to 1 basis, we wouldn’t. 

Mr. Jounson. I wish somebody would clear us upon this. 

Mr. Mites. I believe I can clear that point. 

The only effect that that $30,000 investment—Mr. Slusher’s associa- 
tion has, I believe, $400,000 net worth; is that right ? 

Mr. Stusuer. That’s right. 

Mr. Mrrxs. I don’t know what percent of that is invested in Gov- 
ernment bonds, perhaps 80 percent of it, $300,000 in Government bonds, 
or something like that ? 

Mr. StusHer. I couldn’t give you that exact figure. 

Mr. Mires. Now, if they have $300,000 in bonds, they can pledge 
those bonds to the Intermediate Credit Bank and borrow back on 
them, dollar for dollar, to carry loans in their association that might 
not be acceptable for discount, or to process loans. 

It is their own money that they use in processing loans, until they 
can get them to the bank and get them discounted. So, actually, the 
only effect that this $30,000 investment in this merged institution 
would have on their lending operations would be in case they had so 
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much paper not acceptable for discount, that it would reduce their 
direct borrowing from the bank by $30,000, in order to carry the paper. 

But so long as they make loans that are acceptable for discount, it 
would not affect their ability to lend at all. 

Mr. Poacr. You may proceed, Mr. Slusher. 

Mr. Stusuer. There are a number of things, one which I would like 
to mention at this time, that have caused our association—and I might 
put it, our State, which up until April the 9th, as near as we could get, 
from the information we could get—was opposed very much to this 
bill, with the exception of one association which first said they were 
opposed and said they would go along with those that were in opposi- 
tion. 

There was one association divided, one association noncommittal. 
The rest of the associations were opposed until April the 9th. 

After a statewide meeting held by the directors, an amendment 
was made at the latter part of the meeting, to go on record favoring an 
amendment to this bill—I suppose it is 10285—changing the name 
from the Intermediate Credit Bank to the Production Credit Bank. 
This motion carried. At that time only one association voted in 
opposition to the change of the name. 

I asked the question at that particular time, that in case the name 
could not be changed or other amendments were added, would the 
associations of the State of Missouri be in favor of the bill. They said 
no, at that time. 

I, as most of you know, was selected to represent the State of Mis- 
souri and its association, in opposition to this bill. We sent letters 
to every association, I believe, in the United States, asking for their 
opinions and, as a result we received more letters in opposition than 
we did in favor. 

However, we did not receive more than 40 of 50 letters. Most of 
those that were favoring the bill were from Texas. 

Mr. Garutnes. Mr. Chairman, I wonder if we could not get that 
tabulated for the record. 

Could you furnish us in detail of the 40 or 45 that you did receive, 
how many were favorable to the legislation, how many were opposed, 
and how many were on the fence? 

Mr. Stusuer. I have, I believe, all the letters that were in opposition, 
but I would have to forward the Texas letters to you, to give you that 
information. 

(The information requested above is as follows :) 

HIGGINnsvitix, Mo., Aprit 28, 1956. 
Hon. E. C. GaTHINGs, 


House of Representatives, 
Washington, D.0.: 

In reply to question at subcommittee hearing Friday, April 20, regarding reply 
to letter sent 498 PCA’s by Lloyd Godley and Paul Slusher. Replies as follows: 
50 PCA’s oppose merger ; 28 PCA’s favor. 

Appreciate your hospitality and ask continued support in delaying any legis- 
lation. 

Pavut V. SLUSHER, 
Lexington, Mo. 


Mr. Gatutnes. You don’t know just what that would amount to in 
percentage, do you, of the total acknowledgments? 

Mr. Stusner. As I mentioned, there were about 60 percent opposed 
that we received, and only about 50 percent in favor, but it was a very 
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small portion of the number of the associations involved in the United 
States. 

Mr. Gatutnes. Many did not answer. 

Mr. Stusuer. And many of these letters have been conflicting state- 
ments, as Mr. Godley had presented from other sources. 

Mr. Garuines. What is the date of that letter? When did you 
make that poll? 

Mr. Stusuer. Our first letter went out, I believe, in March, March 1. 

Mr. Garuines. Those replies are dated about the middle of March, 
or the 10th of March ? 

Mr. Stusuer. I can give those to you. One is April 9, one April 
16, March 6, March 5. They came out within a week or so after those 
letters were sent out; March 17, March 17, March 26, 22, 29, 3, and 
so on. 

Mr. Gatuines. Do you have any other recommendations to make to 
the committee, other than change the name ? 

Mr. Stusuer. That is the only recommendation that I have at the 
present time for this bill. 

Mr. Garutnes. Is there something that can be salvaged out of this 
bill that could be passed? What would you recommend ? 

Mr. Siusuer. Well, our State went on record as opposing the bill 
entirely, or delaying action, any action on the bill, for at least 5 years. 

As I said, we have been in a state of confusion, more or less, after 
all these meetings, and this last one ended up the same way. 

Mr. Jounson. Is the main opposition coming from the fact that you 
have to buy this stock? Is that what is causing most of the trouble? 

Mr. Stusuer. No, sir. 

I have one other point that I would like to mention at this time. 

As we see it, the PCA’s would be buying some 8&5 to 90 percent of 
the merged institution. We have had arguments for and against con- 
trolling interests. 

However, it should be, and will be, as I understand it, handled 
through our district board. I don’t believe that any of your gentle- 
men or any banking institution would invest 85 or 90 percent in a 
financial institution, and only have two-sevenths of the controllin 
vote in that institution, and that, in my opinion, is what we woul 
have under this set-up. 

Mr. McIntire. Mr. Chairman, could I ask a question at that point. 

Is it your observation in Missouri that the question of ownership, 
or the question of representation on the board, is a point of discussion 
as among land bank borrowers or among borrowers who use, through 
their cooperatives, the services of the Bank for Cooperatives? 

I mean, as you have associated yourself within the farm credit 
family, do you hear any comment from borrowers of land banks 
through the National Farmer Owner Associations of the inadequacy 
of their representation on the board, and regarding the Bank for Co- 
operatives, of the inadequacy of their representation on the Board, 
district board ? 

Mr. Stusuer. We have not, and yet I think that we are in a differ- 
ent position than we would be if we were in their position and the 
were in ours. In other words, if they were buying 90 percent of it 
and we had as much vote as they did—— 
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Mr. McIntire. Well, let’s take the National Farm Owners Associa- 
tion. It is not a question of 90 percent there. They own it all, and 
they have only a partial representation on the board. 

Mr. Stusner. They own all of their—— 

Mr. McIntire. They own all of their structures. 

Mr. Stusuer. Yes, that is true. 

Mr. McIntire. And still, on the district board they have only 2 
out of 7, and I was wondering if, as you have analyzed this particular 
problem, if you have found that these other vehicles, the Bank for 
Cooperatives and their customers or clients and members, if they have 
found inadequate opportunity to be appropriately represented in this 
board make-up in the district by the fact they only have 2 out of 
the 7. 

Mr. StusHer. I have heard no complaint on their part, no. 

Mr. McIntire. But do you feel that their situation 1s not analogous 
with yours, in that there would be a problem in connection with the 
PCA’s, if they just had 2 on the board of 7? 

Mr. Stusuer. Yes. 

I bring that up, gentlemen. It has been demonstrated in our dis- 
trict, and I like to disregard personalities, but it has been demon- 
strated in our district that a decision was made at one time—whether 
it was right or wrong—by PCA representatives. 

The other five members on the board opposed their decision and 
went on record as such, which, to me, indicated that PCA’s had no. 
control of their interest on that board, which was to buy this merged 
institution. 

Mr. Poace. Does that cover your statement ? 

Mr. Stusuer. Does that conclude, you say ? 

Mr. Poace. Yes. 

Mr. Stusner. If I might just sum this up? 

Mr. Poacer. Certainly. I don’t want to cut you off. 

Mr. Siusuer. Gentlemen, I have perhaps taken more time by ramb- 
ling, but I have 3 or 4 statements I would like to make, or leave with 
you. 

Mr. Poace. We will be glad to have you make them. 

Mr. StusnHer. One of the reasons, of course, has been mentioned 
by Mr. Godley, that we are now in a cost-price squeeze. We feel that 
this would be an undue hardship on our Association. 

As I have mentioned, the capital which the Association would be 
required to invest in the Intermediate Credit Bank would reduce the 
capital structure of the Association by a like amount. 

This investment could not be used to support the lending activities 
of the association with its source of discount. It is felt that during 
the period of economic distress, the farmers of PCA’s may need more 
Government support and not less. 

The amount of Government money now in the system is minor. The 
legislation, in our opinion, would tend to centralize some of the func- 
tions in the Washington office that are now benig performed on the 
local level. 

The Production Credit Corporation has done a very outstanding 
job in supervising the Production Credit Associations. They have 
grown and progressed under this type of supervision. Under com- 
plete farmer ownership, we feel their services are needed more than 
ever. 
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We seriously oppose ownership of the Federal Intermediate Credit, 
Bank. without having more control than this bill would provide. The 
Production Credit Associations are using 85 to 90 percent of the 
banks’ loans with the UFI’s using the balance. 

We have only two elected representatives from the Production 
Credit Association on the district board, which is a policymaking 
body for the PCA’s and the Intermediate Credit Bank. et, they 
have two representatives from each of their institutions, which have 
- as much control as the PCA elected directors. 

We doubt that a bank of discount can successfully be the supervisory 
agency of the Associations without eventually dictating the lending 
policy, or even the lending of the Association. 

We believe that the PCC is an important part of the system to inter- 
cede on problems between the associations and the Intermediate Credit 
Bank. 

It was suggested at a meeting that the Arthur Anderson firm study 
the costs to eliminate expenses, but it was evident that the Federal 
Board had already made up their minds to consolidate the two groups, 
There was little, if anything, in the report on conserving expenses that 
could not be done, as we see it, and still maintain the two separate in- 
stitutions. 

In our opinion, this is not time for consolidation of the two groups, 
or added expenses to the Associations. Therefore, we ask you to ak 
any further action on this legislation for at least another 5 years, wit 
further consideration and study to be given to the matter. 

Mr. Poace. We thank you very much, Mr. Slusher. 

Mr, Matuews. Mr. Chairman, could I have just a minute? Mr. 
Slusher of Missouri, here, has made a statement that is in conflict 
with the resolution we received at the Federal Board, from the Mis- 
souri association. 

Mr. Poace. I understood that. At least we had a report yesterday 
on that area that there was or is some difference there. But we cer- 
tainly will take into consideration a difference of opinion. We will be 
glad to have you make any statement you wish. 

Mr. Maruews. The only reason I care to make a statement is be- 
cause he made a statement for all the Associations that were present 
at this conference. 

Mr. Poacr. We understand that and we understand the advisory 
aren told us a different story. We know there is a difference of opinion 
there. 

Mr. Maruews. This is not an opinion, this is a resolution, Mr. Chair- 
man, that they sent the Federal Board a copy of. 

Me Poace. We will be glad to have it. Go right ahead, Mr, Mat- 
thews. 

Mr. Matruews. In a conference of directors of the Missouri Credit 
Production Associations held at Jefferson City, Mo., on April 9, 
1956: 


Resolved, That this conference does hereby approve, endorse and support H. R. 
10285 and S. 3549 now pending in the Congress of the United States, and dealing 
with the proposed merger or consolidation of Production Credit Corporations 
and Federal Intermediate Credit Banks; that the Conference urges that ap- 
propriate action be taken in the Committees of Congress to change the name of 
the merged or consolidated institution:to the Production Credit Bank of .____- 2 
the name to include the name of the city in which the principal office of th 
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institution is located; that the representative of this district on the PCA Na- 
tional Advisory Committee be authorized and requested on behalf of the Con- 
ference to lend active support to such legislation and to take appropriate steps 
to assist in accomplishing the change of name indicated, and that copies of this 
resolution be furnished to the Federal Farm Credit Board. 

Mr. Stusuer. Signed by whom, please ? 

Mr. Poace. Whois it from? 

Mr. Marruews. It was a copy of a resolution that was sent to the 
Federal Farm Credit Board. 

Mr. Poacr. Whosent it? That is what we are asking. 

Mr. Toorri. Sent by the president of the Production Credit Corpo- 
ration of St. Louis, sir. I assume that he or one of the officers of the 
corporation served as secretary, perhaps, at that meeting. Mr. Slusher, 
you would know that. 

Mr. Stusner. Gentlemen, I might state there have been differences 
of opinion at our State meeting. I acted as chairman. Of course, I 
was not secretary. But if a motion was presented to change the name, 
I believe Mr. Guy Head was acting secretary at that time, and it is my 
belief that the man that presented the motion did not present it in 
those words. 

Mr. Poaar. It seems to me it is perfectly clear to the committee 
there is a difference of opinion that exists in the State of Missouri, and 
beyond that I don’t know what difference it makes to us. We are not 
taking a poll. We are trying to listen to the reasons why some people 
were for and why some were against. We realize that there is a dif- 
ference of opinion in the State of Missouri. 

Mr. Stusuer. I would like to add, Mr. Chairman, that up until 
April the 9th I was elected president of the Missouri Presidents and 
Secretary-Treasurers Associations to represent the State of Missouri 
in their attitude on this bill, and up until that time I was instructed to 
give you the report that I have given you as best I could, but on April 
the 9th this amendment was proposed, which left us in a rather em- 
barrassing position, and I do have some information from various as- 
sociations in the district that still feel as our district does, but today 
I am reporting for our association and possibly 4 or 5 other asso- 
ciations that have instructed me to present this information to you. 

Mr. Poacr. Mr. Slusher, we are not challenging anybody’s good 
faith. You are here reporting what your association asked. . 

Mr. Matthews reported what the organization of State associations 
sent in, and your association does not happen to represent all of the 
people in the State of Missouri, and yesterday we had a statement that 

believe Illinois was solid for this bill, there are a few associations in 
Arkansas against it, that Missouri was split. I think that is about 
the way the report came in to us yesterday. ; 

Mr. Stusner. May I ask this question? You say you got the in- 
formation that Illinois was 100 percent for it? 

Mr. Poacs. That is my recollection. I may be wrong, I don’t re- 
member. 

- Mr. Stusuer. I have testimony that they are not. 
* Mr. Poace. All right, we are not going into a poll. 

Mr. Stusuer. I would like to express my appreciation for appear- 
ing here. That is my personal opinion. I am glad to have had the 
opportunity to express it. Iam glad that we don’t all see alike. I ho 
that there will be no ill feeling, and whatever you gentlemen decide 
we will work with. 
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Mr. Poacr. We are delighted to have everybody express their opin- 
ions. We want to get the differences of opinion. That is why we are 
holding the meeting. 

If we did not feel that there was difference of opinion, we would not 
call er up here, because if we knew everybody was in agreement, it 
would be a very easy matter for us. 

Now, you may proceed, Mr. Wilson. We shall be glad to hear from 
you. 


STATEMENT OF P. 0. WILSON, SECRETARY-GENERAL MANAGER, 
NATIONAL LIVE STOCK PRODUCERS ASSOCIATION, CHICAGO ILL. 


Mr. Wirrson. Mr. Chairman and members of the committee, I have 
a prepared statement. I am going to stick to it in order to save time. 
When I finish with that, I have additional comments I would like to 
file with the committee. I will not take time to go through all the 
other material. 

My name is P. O. Wilson. I am secretary-general manager of the 
National Live Stock Producers Association. 

First, we wish to express our sincere appreciation for this oppor- 
tunity to appear and present the view of the National Live Stock Pro- 
ducers Association on the farm credit bill, H. R. 10285 and the other 
companion bills. 

The National Live Stock Producers Association has had a con- 
tinuing interest in and experience with the Federal Intermediate 
Credit Bank system since April of 1924. This you will recognize as 
being shortly after the original act was passed which established the 
12 intermediate credit banks. The National Live Stock Producers 
Association had been organized early in 1922 for the purpose of devel- 
oping cooperative livestock sales agencies to represent livestock sales 
agencies to represent livestock producers in the sale of their livestock 
on the principal markets of the Nation. 

In the short period of 2 years between 1922 and 1924, the organiza- 
tion had found that there existed a real need on the part of livestock 
producers and feeders for a sound, reliable source of credit. They 
therefore appreciated the value of the original Federal Intermediate 
Credit Bank Act and started plans for development of credit cor- 
porations which were necessary if their livestock producer and feeder 
members were to be afforded the use of discount privileges provided 
in this act. 

Our first credit corporation, known as Producers Livestock Credit 
Corp, opened for business at St. Louis, Mo., in April of 1924. You 
might be interested to know that we raised $10,000 to start with. It 
was a small start. 

Our organization expanded this phase of its business in 1930 when, 
with the assistance of the Federal Farm Board—I might add there 
that it was almost with the insistence of the Federal Farm Board 
that. we expanded—it organized four additional credit corporations, 
namely, National Finance Credit Corporation of Texas, Fort Worth, 
Tex.; National Live Stock Credit Corp, Oklahoma City, Okla.; Pro- 
ducers Livestock Credit Corp., Denver, Colo.; and Tri-State Live- 
stock Credit Corp., San Francisco, Calif. It also made a substantial 
investment inthe stock of the Wasatch Livestock Loan Co., Salt Lake 
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City, Utah—not known as Producers Livestock Loan Co.—a credit 
agency which had been organized in 1924 by 99 livestock producers of 
the Salt Lake area. 

With this brief statement concerning our history in the credit field 
you will recognize that the National Live Stock Producers Associa- 
tion now has a direct interest in six credit units, All of these are 
owned on a stock basis by National Live Stock Producers Association, 
its member cooperative live-stock marketing associations, and the live- 
stock producers and feeders whom they serve. 

The volume handled by these six credit units, while not large, varies 
from around $30 million to $45 million. That was on the books at one 
time. At the end of 1955 it stood at $33 million. 

Starting in 1924 we have observed the growth and expansion of the 
services of the Federal intermediate oundit banks. We were users of 
the banks’ discount privileges when the discount rates were as high as 
51% percent, As the investing public gained confidence in the system 
and with the increased volume which was brought into the system 
through the organization of the production-credit associations in 1933, 
we have been favorably impressed with the improvement in discount 
rates, which reached a low of 114 percent. 

Since that time they have been trending up, we are back now to 314, 
and possibly they will go a half. 

At this point in my prepared statement, Mr. Chairman, I would 
like to sles it very clear that we feel that the organization of the 


Production Credit Association was a very forward step in this»pro- 
ram. We believe that the volume which has been brought into the 
intermediate credit banks, not only by the PCA’s but also by those 


OFT’s which are cooperative, and also those OFI’s which are priavtely 
owned or owned by other corporations, has all contributed to the 
success of this Federal Intermediate Credit Bank service. 

The discount rates which our credit corporations pay are of vital 
importance to our farmer and rancher borrowers. Volume of loans, 
plus sound operating policies observed by the banks have played a 
very definite part in determining the cost of money which was secured 
from the investing public through the sale of debentures by the banks. 
As the banks have proven their soundness, and volume of loans for 
discount have increased, there has been a trend toward more satis- 
factory discount rates for our farm and ranch users. 

This bill, H. R. 10285, and accompanying bills, is presented by the 
Federal Farm Credit Board to meet a directive from Congress which, 
we understand, is supposed to tie into the Government’s economy move. 
It is our understanding that Congress wishes to take the Government 
out of the farm-credit business and dispose of the stockholdings which 
the Federal Government now has in the farm-credit system, This is 
to be accomplished through sale of the stock in the various banks in 
the farm credit system to their users. This was the procedure followed 
in the case of the Federal land banks, where the stock which was 
owned in the Federal land banks was sold to the users of the banks, 
namely, the farm loan associations. Last year the same principle was 
followed in amending the Farm Credit Act when legislation was ap- 

roved providing for the sale of the stock owned by the Federal 
Coninaeent in the cooperative banks to the users of these banks. 

Mr. Poacr. May I ask you to give us a little history, because as I 

said this morning, there are a lot of things I don’t know, and I don’t 





FARM CREDIT 171 


remember the history of it, either. You referred to the land banks. 
Now, we started this system of land-bank credit with the idea that we 
would have two parallel systems, as I understand it, we would have 
these land banks operating, and we would have what was known as 
joint stock land banks privately owned operating in parallel with the 
jand banks. 

Now, I have borrowed money from some of those joint stock land 
banks, or, at least, I have bought pieces of property where there was 
a joint stock land-bank loan on them, and they all washed out, every 
one of them, asI recallit. Isn’t that right ? 

Mr. Wiuson. I don’t know. I think they did, but I couldn’t answer 
you directly ; I do not know. 

Mr. Poace. I suppose they were on a little higher level, I suppose 
they were comparable to the land banks themselves, isn’t that right, 
although they made direct loans? 

Mr. Wuson. I don’t get your connection here. 

Mr. Poage. The connection is simply this—and maybe I am all 
wrong—but as I understand it, the Federal Government started out 
with the idea that we would have two systems, one in which the United 
States Government was putting up the capital, which we hoped some 
day would become mutualized, that was through the land banks, and 
the National Farm Loan Association. We did the same thing on 
Intermediate Credit, we set up the idea—at least in 1933 we decided 
that we couldn’t rely on privately owned institutions entirely, so we 
decided we had to establish a bunch of mutually owned institutions 
there. 

So we still have this parallel with the Intermediate credit bank in- 
stitutions, that are entirely controlled, entirely under the supervision 
of the Farm Credit Administration, and institutions that are not. So 
all I am trying to get at is, isn’t it rather inaccurate to suggest that the 
land banks have operated as you want these intermediate credit banks 
to operate? 

r. Wiuson. The only point that I am making here, Mr. Poage, is 
that the act which took the Government out of the capitalization of 
the land banks provided for the sale of that stock to the users of the 
land banks. 

Mr. Poacs. And the privately owned joint stock banks had already 
washed out ? 

Mr. Wuson. I want to stick, if I may, to the act which permitted—— 

Mr. Poace. I want to know what that act was. Frankly, I don’t 
know. 

Will one of you gentlemen from the Farm Credit Administration 
tell us what happened ? 

Mr. Baeweti. Mr. Maxwell, Director of Land Bank Service, Farm 
Credit Administration, will answer that. 


STATEMENT OF THOMAS A. MAXWELL, JR., DIRECTOR OF LAND 
BANK SERVICE, FARM CREDIT ADMINISTRATION, WASHINGTON, 
D. C. 


Mr. Maxwe tx. Gentlemen, my experience with the system is not so 
great that I can talk on this with authority, but I will talk as best I 
can. 
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The joint stock land banks were organized and made loans from 
proceeds of their bonds—in addition to those bonds they were pri- 
vately capitalized. In 1933 the Farm Loan Act provided for the 
liquidation of the joint stock land banks. And they gradually did 
wash out, that is right. 

Now, as you know, the original Farm Loan Act provided for the 
capitalization of the land-bank system through Government capital, 
providing that its caiptal would be retired with a portion of the capi- 
tal provides by subscriptions to capital stock by national farm loan 
associations, And it was gradually retired, and then later on the 
the land banks got into difficulty, and it was necessary for the Gov- 
ernment to subscribe to an additional amount of stock. And that 
capital has subsequently been retired, that is right. 

Now, I don’t know whether or not that pursues your question 
adequately. 

Mr. Poaager. I think it does. It seems to me that it is pretty clear 
that we did not follow, whether we should or should not have, that 
we did not follow the same policy in the land banks as we are asked 
to follow in this, but on the contrary, that we followed a policy of 
completely liquidating the privately owned institutions, completely 
and totally, which we don’t propose to do in this. 

Mr. Maxwet. They have been liquidated before. 


STATEMENT OF J. W. SHOTWELL, HOUSTON, TEX. 


Mr. SuHorwe.zt. Mr. Chairman, if I am not butting in, may I answer 
the question ¢ 

I am probably the oldest man here, and I remember those joint stock 
land banks. 

Mr. Poace. You had one in Houston and one in Dallas. 

Mr. Suorweti. A very good one in Houston. They liquidated 
them because they couldn’t sell the bonds. There were some big men 
behind those things in Houston, and it was an unprofitable business. 
And it was conflicting with the Federal land banks systeni. And the 
Federal land bank system, as I said this morning, I think that was 
the most monumental piece of legislation that has ever been passed 
by the Congress for the benefit of agriculture. And there wasn’t any 
need for the joint stock land banks in the first place. And théy died 
a natural death, there wasn’t any liquidation, they just didn’t sell the 
bonds. The land bank itself had a great deal of difficulty, and as this 
gentleman says, the Government had to put a little more money in 
them. 

But their idea of financing was sound, and it endured. 

Mr. Poace. Let me ask this question again. 

Mr. Baewett. Under the present law you cannot organize a joint 
stock land bank. 

Mr. Poace. All I am saying is that whether we should have done 
it or should not, it seems to me that we are trying to claim an analogy 
that does not exist when we try to claim that the situation is com- 
parable to the land bank situation. 

Under the land bank situation we have wiped out the possibility of 
private capital. I am not arguing that that is the right thing, I do not 
want to wipe out these other financial institutions, but to say that the 
land bank reorganization treated these borrowers like you want these 
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other financial institutions treated, it doesn’t seem that the facts bear it 
out. 

Mr. Suorwe.u. There is no analogy whatever to a joint stock land 
bank in the present situation. 

Mr. Wixson. It is my understanding that the joint stock land banks 
took themselves out before the land banks were sold to the users. 

Mr. SHorwety, Long before ? 

Mr. Witson. Quite awhile before. I think you will find the record 
to be that, although I am not an expert on the land banks. From the 
records that I have read, and what I have followed through, I have 
made my statement and if I am wrong in any place, you can fix it up. 

Mr. McIntie. One point, Mr. Wilson. 1 don’t want to pick you 
up, except for the fact that you referred to the sale of land banks to 
the users. Unless I am very much mistaken in my recollection, it was 
the original law itself which established the land banks that provided 
the vehicle by which the users could eventually own the banks. 

Mr. Witson. That is right. 

Mr. McIntire. And there never was a time in the land bank system 
where there was legislation which permitted this thing to happen. It 
was set up originally to help. 

Mr. Wixson. It was planned that way. 

Mr. McIntire. And, unfortunately, I think, as these other vehicles 
were framed legislatively there was not adequate provision made for 
them to eventually acquire in an orderly basis the ownership of them, 
and we have been struggling in previous legislation to accomplish what 
was accomplished in the original legislation establishing the National 
Farm Loan Association and the land banks system. 

Mr. Wixson. My statement could then bar correction to the place 
that it was not legislation, but it was the original plan that they be 
sold. I am trying to be brief in this and tie it all together and I have 
hurried over it. 

I would like to point out here that the section in the 1955 bill which 
provided for the users of the PCC’s to purchase was eliminated, and 
an attempt was given there to give them the opportunity. 

In both of these cases—the Federal land banks and the cooperative 
banks—no change was made in the service nor in the organizations to 
be served. The law provided for the sale, over a long period of time, 
of the stock belonging to the Government to the users of each of these 
banks. I will stand corrected on the land banks. It is 2 technicality. 
It was originally planned in the law as you called it to my attention 
here. 

So far as we have been able to determine the users of these banks were 
treated equally. The users of both the Federal land banks and the 
cooperative banks had helped to build such reserves and surpluses as 
were in the two banks and these were permitted to be retained in the 
banks even though the ownership was being transferred from the 
Government to the users. 

I want to make that point clear that the users had helped to build 
these reserves and surpluses. 

This bill, H. R. 10285, does not follow the pattern set by Congress 
in handling either the Federal land banks or the cooperative banks. 
H. R. 10285 provides a plan for merging a bank (Federal Intermedi- 
ate Credit Bank) with a corporation (Production Credit Corpora- 

769783—56——12 
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tion), each of which has a different service to perform and this service 
is rendered to different types of organizations. In the case of the Pro- 
duction Credit Corporations, their service is limited to the Production 
Credit Associations while the Federal Intermediate Credit Banks dis- 
count paper for the Production Credit Associations and also serve 
other.discounting agencies and banks 

And may I add there that these discount agencies referred to as 
OFT’s or both cooperative, privately owned and corporately owned by 
other corporations, and the Federal Intermediate Credit Banks serve 
all of them. 

This bill attempts to merge the two into one corporation and at the 
same time provide for the continuation of a portion of its services to 
the Production Credit Associations while denying these services to the 
other financing institutions. This will go further and provides for 
ways of charging to other financing institutions part of the cost of the 
services which the consolidated bank will make available only to the 
Production Credit Associations, 

This bill completely ignores the fact that the OFT’s, from the period 
of 1923 to 1933, provided the business needed to start the Federal Inter- 
mediate Credit Bank system and that for the period of 1923 to and 
including the year ending June 30, 1954—and I use that date because 
I do not have the annual report for the year ending June 30, 1955— 
the other financing institutions supplied a little more than 20 percent 
of the total business handled by the combined Federal Intermediate 
Credit Banks. During this period the OFT’s contributed to the build- 
ing of the reserves and surpluses which are now shown in the financial 
statements of the FICB’s. This bill stipulates a specific program to be 
followed in the case of liquidation of any merged Federal Intermediate 
Credit Bank in which the savings and reserves of the FICB which 
have been accumulated over the perid 1923 to and including the date 
this bill becomes law, shall go to the holders of class A stock (Govern- 
ment) and class B stock (Production Credit Associations). In this 
the bill discriminates against the OFI’s. We strongly urge that fair 
and equitable treatment demands that this discrimination be eliminated 
and that the OFT’s be credited with their share of reserves and surplus 
since date of origin in 1923. Otherwise, this bill will give the Produc- 
tion Credit Associations title to equities for which they have neither 
paid nor helped to create. 

Mr. Poacr. May I ask you, does your company borrow any money 
from insurance companies / 

Mr. Witson. No. 

Mr. Poaer. Some of them do, don’t they ? 

Mr. Wuson. Some of our organizations? 

Mr. Poace. Some of the others? 

Mr. Wuson. Not that I know of. Occasionally, Mr. Poage—we 
have got one case in your State right now—we had a loan completed 
ready to make to discount to the intermediate credit bank, and the in- 
termediate credit bank would have liked to take the loan but because 


it didn’t qualify under the Federal intermediate, after we had it ready 
to make, didn’t qualify out of their requirements—not all of the in- 
come was from agriculture, you see—we had to find another home. 
That is the only loan that we have got discounted with a private loan. 
But the intermediate wouldn’t take it. 
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Mr. Poace. I presume that some of them do borrow money from in- 
surance companies ? : 

Mr. Witson. If you can tell me a good one, we might borrow 
from—— 

Mr. Poaar. What I want to ask is this. There are certain large in- 
surance companies in the United States that have mutualized within 
the last few years. 

Mr. Wuson. That is right. 

Mr. Poage. One of them had a great deal of money to loan in my 
part of the country on real estate during the great depression and I 
think that contributed somewhat to that mutualization, possibly, I 
don’t know. Anyhow, do you think that people who had borrowed 
money from the insurance company during the many years that they 
operated-as a stock had a moral claim upon all of the profits of that 
company when they mutualized ? 

Mr. Wuson. I do not, and I want to make this very clear. Of these 
surpluses and reserves existing in the intermediate credit banks—we 
have done business with them since 1923—we claim no right to them, 
but this bill proposes to set up the legal procedure in which those 
reserves and surpluses which today, because of the stock ownership by 
the Government of the banks belong to the Government, this bill pro- 
poses to transfer the use and ownership of that surplus to one set of 
its users. And I do not believe that the members of this committee 
would figure that that was fair and equitable treatment in any sense 
of the word. 

Mr. Poacr. Well, I don’t hardly think it does just what you suggest, 
because, as I understand it, it does give to the other financial insti- 
tutions certain stock when this indebtedness is paid off. In other 
words, it does give you an opportunity to share in the benefits, if any, 
of this ownership ? 

Mr. Wirson. T think I cover that in the rest of my statement. 

Mr. Poacr. Let me pursue it a little bit further, if I may. 

It seems to me that if I understand it, you agree that the Govern- 
ment is under no obligation to turn these surplus earnings either over 
to your companies or to the Production Credit Association ? 

Mr. Wiuson. That is exactly right. 

Mr. Poacer. But you feel that if they are going to give anything to 
the Production Credit Association, they should give you—treat you as 
favorably—isn’t that about the size of that? 

Mr. Wuson. I think I said it as plain as I could say it. Otherwise, ° 
this bill will give the Production Credit Associations title to equities 
for which they have neither paid nor helped create. 

Mr. Poacr. And your objection to it is not giving it to the Produe- 
tion Credit Association, but rather that you say that they are not 
giving you an equal share? 

Mr. Wuison. That is right. 

If Congress is going to give it away, we helped create it. 

Mr. Poacr. That is, of course, your argument. 

_I think that this bill does give you and the other financial institu- 
tions stock; as I understand it, as quick as this debt is paid off, you 
are going to share, just as these people are going to share, except you 
are going to get a special type of sek. 
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Mr. Wuson. We are talking about two different funds here, Mr. 
Poage. I am talking about the surplus and reserves which has accu- 
mulated in the Federal Intermediate Credit Banks between 1923 and 
1933. 

You give similar treatment from the date that your bill will become 
a law, but this other you freeze, to be used in the system up until liqui- 
dation, if that ever comes, and in.case of liquidation you give to the 
PCA/’s, the B stockholders, the proration on the surplus which has 
been developed over the past. 

And the other OFT’s built, paid in the fund which accumulated 20 
percent of that reserve, that is the point I am making. 

Mr. Poacr. What OFI’s? I understand there are over a thousand 
OFT’s that have borrowed money from the intermediate credit bank ; 
that is ri ght, isn’t it? 

Mr. Wiison. All the OFT’s, all that have discounted, and the pri- 
vate banks never discounted. 

Mr. Poace. We are right in assuming there have been over a thou- 
sand of them, aren’t we? 

Mr. Wirson. They say 1,200; I don’t know. 

Mr. Poage. All right; a thousand or 1,200. 

How many are there today doing business ? 

Mr. Wirson. I don’t know. I believe it was brought out here this 
morning, 94. 

Now, when we proceed on that theory, I would like to make it clear 
here that I am not speaking of what happened to all of them. 

But I don’t know in a few cases where the OFI’s moved in, and 
became a part of the PCA—in other words, they liquidated and went 
out, so the PCA could take on in the territory. I think that was more 
true with the small local OFT’s which had served a local area over the 

ast. 
a Mr. Poacr. Now, who are you going to give that earning to? The 
present OFI’s represent about 8 percent in number, possibly larger 
than that. 

Mr. Witson. Mr. Poage, I am not here advocating that you give 
it to anyone. But I am saying, if you are going to give it, if by an 
act of Congress you are going to Sochiane or give that to anyone, 
who has a more favored right for it than the organizations over the 
period of 1923 to 1933 that paid into the fund that developed it? 

Mr. Poace. I don’t know that your organizations have any greater 
_¢claim than anybody else for what some organizations that existed 
back in the 1920’s and has been out of business for 25 years, for what 
they put in there, I don’t know how you fall heir to it simply because 
you have a name similar to theirs. 

Mr. Witson. Mr. Poage, we can get over that awfully easy. I don’t 
want to fall heir to it. I am saying that if Congress is going to give 
it to anyone, to be fair and equitable—and I don’t believe you can 
disagree with it—to be fair and equitable, the organizations that 
helped build that fund, if you are going to give it to anyone, have as 
much right to it as anybody. 

Mr. Poace. I am suggesting that. there are a bunch of organizations 
that helped build that fund that are.no longer in existence. 

Mr. Witson. Maybe some of their creditors would want it. 

Mr. Poace. I think it amounts to about five-sixths of the organiza- 
tions you are referring to. 
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What are you going to do with the reserve that they built? You 
are laying that in our lap, and we are asking you how to answer it. 
What do you want us to do with that money that was earned by some 
OFT that has been out of business for 20 years? 

Mr. Witson. I would leave it in the intermediate credit-bank sys- 
tem. 

Mr. Poace. You would leave it there? 

Mr. Wirson. Yes, sir. 

Mr. Poacr. That is what we do, isn’t it? 

Mr. Wirson. In the case of dissolution, we will pass it back, in 
case you dissolve one of the intermediate credit banks you devise some 
means of passing it back to the PCA’s. 

Mr. Poacr. I know we do. How do you want us to divide it? 

Mr. Wirson. I don’t want to divide it at all. If the bill hadn’t been 
proposed, I wouldn’t be talking to you about it. 

ay I finish the statement, and then get in to that, if you care to, 
further? 

This bill limits the sale of stock and the voting rights to one group of 
users—namely, the Production Credit Associations. It discriminates 
against all other users regardless of their past experience with the 
Federal Intermediate Credit Banks, their financial responsibility, their 
financial contribution to the building of reserves of the Federal Inter- 
mediate Credit Banks or their obligation to farmers and ranchers 
whom they serve. 

We respectfully urge that this committee consider seriously the 
purpose for which the Congress provided these two separate organi- 
zations. The Federal Intermediate Credit Banks were established 
to provide a discounting service for loan companies and for banks, 
handling agricultural paper. The Production Credit Corporations 
were organized for the purpose of organizing, financing and supervis- 
ing Production Credit Associations. The Federal Intermediate Credit 
Banks are discount banks which, through sale of debentures to the 
investing public, can and have obtained large amounts of money to 
handle the agricultural paper which they discount for users that 
qualify for their services. 

The Production Credit Corporations are not banks in the true sense 
of the word but are corporations set up to promote, finance and su- 
pervise the Production Credit Associations. All of their funds are ob- 
tained from the Federal Government and cost of operation has been 
paid by the Federal Government either en, or indirectly. 

If this bill becomes law one group of users of the Federal Intermedi- 
ate Credit Banks will be permitted to purchase the merged banks after 
there has been merged or transferred to the banks the responsibility 
of servicing and supervising the operations of the Production Credit 
Associations. The result of this merger and sale will be that the Pro- 
duction Credit Associations will own and operate the Federal Inter- 
mediate Credit Banks, and the Federal Intermediate Credit Banks 
will be responsible for servicing and supervising the Production Credit 
Associations—a rather unsound theory. Bw 

There is an added factor that should not be overlooked. This bill, 
while supposedly intended to take the Government out of the farm- 
eredit business, provides for a revolving fund of some $160 million. 
This is to be available at all times to assist in financing either the 
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i ederal Intermediate Credit Banks or the Production Credit Associa- 
ions. 

Stated in another way with a bit more detail, the Government now 
owns the Federal Intermediate Credit Banks with an investment of 
some $60 million. The Government owns the Production Credit Cor- 
porations with an investment of some $31 million—these are approxi- 
mate figures—or a total investment of around $91 million in the two 
systems. Total reserves and surpluses in the two are approximately 
$61 million—approximately $47 million in the Federal Intermediate 
Credit Banks and $14 million in the Production Credit Corporations. 

To take the Government out of this division of the farm-credit field 
this bill, if approved, will offer for sale to the Production Credit As- 
sociations $91 million par value of stock at par, the $61 million sur- 
plus and reserves to be retained in the consolidated bank. This bill 
will also place in the revolving fund an additional $160 million of Gov- 
ernment funds to be used when found needed by the Governor. I want 
to come back to that a little bit later. 

Our association is primarily interested in maintaining a sound credit 
structure for agriculture. The rates which our farmers and ranchers 
pay for money is a very definite item in their cost of operation. The 
ownership of the Federal Intermediate Credit Banks is important only 
as it may affect the ability of the banks to obtain funds at reasonable 
rates through the sale of the banks’ debentures. These rates are in- 
fluenced by the public confidence in the banks as well as the ability of 
the banks to maintain sound policies and sufficient volume for eco- 
nomical operation. 

The record since 1923 has been good, especially has this been true 
since their volume was increased through the organization of the Pro- 
duction Credit Associations in 1933. The $60 million invested in the 
12 Federal Intermediate Credit Banks last year provided a structure 
through which the investing public made available over $1 billion 
for use in agricultural credit through the system. The Federal Inter- 
mediate Credit Banks have proven their ability to serve, and the pub- 
lic has accepted this system of agricultural credit by their purchase 
of debentures. 

The National Live Stock Producers Association recommends that 
the Federal Intermediate Credit Banks be left in their present form 
until a plan which is sound in theory and fair to all users of the sys- 
tem can be developed. 

The National Live Stock Producers Association recommends that 
legislation concerning the Production Credit Corporations be handled 
separately, that these corporations not be merged with the Federal 
Intermediate Credit Banks but that they be continued in their limited 
field of servicing the Production Credit Associations until such time 
as the Production Credit Associations reach a point: where they no 
longer require this service. 

In summary, the National Live Stock Producers Association opposes 
this bill on the ground that— 

1. It merges two institutions which were developed by the Gov- 
ernment to serve two separate.and distinct fields of activity ; 

2. It proposes to place the control and ownership of the dis- 
count agency in the -hands'of,one group, of users, discriminating 
against all other users... 6° poor!) s oldelieve at 
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And on that pint, I want to make it clear that I am not talking 
only for the OFI s, which are owned by cooperatives or are coopera- 
tives, I think we fata to broaden the field of discount agencies to at- 
tract more of the volume of production credit than we are at the 
present time. 

I believe my figures are right that about 75 percent of the production 
credit volume is still in our local or Seclavendiens banks. 

3. It places on the consolidate bank the responsibility of super- 
vising and servicing the Production Credit Associations, which 
will be the owners of the Bank —a service which we do not think 
the bank should undertake; 

4. The bill provides ways and means of paying the cost of this 
supervision of the Production Credit Associations out of funds 
derived from other financing institutions. The OFI’s should 
not be required to pay any part of the cost of a service which is 
not available to them. 

5. In case of dissolution the bill provides for distribution to 
the Production Credit Associations—the stockholder—of the earn- 
ings represented in the present surplus and reserves. This is 
definite discriminating against the other financing institutions. 

Now, Mr. Poage, in addition to this statement, from listening to 
the testimony that was presented primarily yesterday, and some today, 
there are some added comments and information I would like to file 
with you. 

It has been brought out a number of times through this consolidation 
and placing of the cost of =e vision over to the mer ged banks, that 
there would be material savings. The last year that I have the figures 
on, the operations of the twelve PCA’s, Production Credit Corpora- 
tions, cost $1,702,000. 

I have seen nothing in the program so far or heard any testimony 
so far, that leads me to believe that there is any drastic reduction to 
be made in that cost. 

We consolidate—and I can’t quote the testimony exactly—but there 
has been an indication that there won’t be too much of a change in 
personnel until some of the older men who are reaching retirement 
would be retired. 

So we are proceeding, Mr. Poage, on the theory that this $1,700,000 
expended in the year ending June 30, 1954, all of which was paid 
directly or indirectly by the Government, the losses in the system that 
year exceeded $500,000—and while I do not have the figures on last 
year, I understand the losses exceeded three-quarters of a million 
dollars. 

Now, if we are to believe the testimony and the programs that have 
been thrown out, we transfer to the consolidated bank this supervisory 
service. -We will not have any mass reduction in the personnel until 
retirement hits us. 

I ask the question and then answer it: Who will pay this cost of our 
$1,700,000, which it. costs to operate the PCC’s in the last year that I 
have figures on? . There is only one answer. It will be paid by the 
borrowers of the PCA’s and the OFI’s. It must come from there. 

All of your investment in the PCC’s at this time is a Government 
investment... And this'bill would shift the cost of supervision now car- 
ried on by the PCC’s and paid for from Government funds, over to 
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the Federal intermediate credit banks, or the consolidation. Granted 
that they do permit the use of the surplus which is now in the PCC 
fund to be transferred over to, and the income out of that will go first 
to pay the cost of supervision. Any additional costs will come out of 
the other revenues of the consolidated bank. 

The other revenues, gentlemen, means interest rate, discount rates 
to credit corporations, and that means interest rates to farmers. 

I have had a very, very fine relationship with the Federal Farm 
Credit Board and the Governor was rash enough yesterday to indicate 
that I had been before the Board twice. In anything that I say in 
this meeting, I have nothing but the highest regard for the individ- 
uals, I believe they believe they are moving in the right direction. I 
have appreciated the opportunity to meet with them. 

My next comment is with reference to a statement made by someone 
yesterday to the effect that the Farm Credit Board had a survey made 
by the Arthur Anderson Co., of 120 South La Salle Street, Chicago, 
Ill. If my memory serves me right, it was brought out that this 
survey made by the Arthur Anderson Co. would indicate that sub- 
stantial savings could be made by consolidation. I do not believe it is 
enough for the members of this committee, Mr. Poage, to deal with 
that important item in generalities. And I asked the Governor this 
morning if he would object if I presented for your record—and I am 
not going to do it in detail now—for the record, so that the members 
of this committee can have the benefit of it. This study in which it is 
proposed that substantial savings will be made through consolidation. 
I asked to file this in the record. And I particularly call your atten- 
tion to pages 4 through 7, which deals with discount procedures. 

(The study referred to has been filed with the committee. ) 

Mr. Witson. And I would like the very close attention of this com- 
mittee on this point. I am not going to read it to you. 

Mr. Anderson and his associates found that their biggest item of sav- 
ings which would be made through consolidation came in changes in 
the procedure followed by the banks in handling their discounts. By 
his own report he indicates that at first they thought these discount 
banks should be made truly discount banks, and that they should not 
examine any of the paper which a PCA offered for discount, but that 
they accepted with the endorsement of the PCA. 

Then this report goes on that Mr. Anderson and his experts visited 
a number of the PCA’s in the two bank districts in which they worked. 
And without quoting him, he indicates that after studying both— 
studying the PCA setups—they found some that neither from the 
standpoint of management nor from the standpoint of their financial 
stability would justify their recommending that all discounts be han- 
dled without examination. 

So then he moves in the next category to find ways to save money 
by the consolidation. And he provides—you will find it in this re- 

ort—since they can’t make this universal, they will make the smaller 
ian and the only thing he uses is $5,000 in the case of one credit 
corporation ; that all loans under $5,000, will be accepted without ex- 
amination by the bank or even checking it; all loans above that figure 
would have to be examined. 

That is moving, Mr. Poage, on the theory that all small loans are 
good and all big loans are not so good. 
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_This report would indicate that—and I ask that you check it—the 
biggest.single saving they would make, some $490,000, would come 
from changing to that system. My advice to this committee and to 
the Federal Intermediate Credit Banks is that they move very slowly 
in that direction. 

I would like to throw in here, Mr. Poage, if I may, the six com- 
panies that I am working with. Never make a bad loan. We just 
don’t make bad loans. But you would be surprised what 3 years of 
drought and a drop of $800 in prices will do to some damn good loans. 
You would also be surprised what a flood will do to some good loans. 

I mention that here eae the chairman knows a great deal about 
Texas and we have had our ups and downs down there. 

Now, Mr. Chairman, after listening here yesterday, I went to work 
last night, and worked most of the mght. 1 realize that this commit- 
tee is strongly urging—at least its chairman is—that this bill be given 
the right of way and go. I think it willbe wrong. But if you are going 
to do something, I took your bill, 10285, last night and I marked it up 
and I am not going to read it—and I may not have it marked in all 
the places that I should—but I siedcadded on this theory, if you are 

oing to do this thing, let’s do it in a way that will not wreck 498 good 

CA’s, or most of them good, and the OFT’s that are using this bank 
system. May I make it clear to you, we would fight to the last ditch 
to keep from injuring the PCA’s. We believe we made a broader field 
of service to farmers, that some duplication is bound to creep in, but 
we need discounts in large volume if we are going to keep this system 

ing. 

‘Gertie last one that I am filing with your secretary is a marked 
copy of 10285 that has been marked to make this change. Instead 
of merging you liquidate the PCC’s. I want you to get this—liqui- 
date them, to transfer the assets of the PCC’s to the District Farm 
Credit Administration, to transfer to the District Farm Credit Ad- 
ministration the responsibility of following through and giving such 
assistance and help as is needed to keep the PCC’s in strong, good 
position. 

We provide for the elimination of capital stock in the Federal 
Intermediate Credit Bank System in the changes that I have marked 
here. Eliminate your B stock and eliminate the responsibility of the 
PCA’s buying stock at 15 percent immediately. But we will pay off 
the Government stock which is in the bank out of earnings as we issue 
it to the users, both PCA’s and OF I’s, participating certificates, treat- 
ing them both alike. For the service of supervising the PCA’s, we 
provide that you use the income from the surplus which you transfer 
over from the PCC’s to the Farm Credit and any additional income 
needed to pay for that supervision of the PCC’s is to be paid out of 
other resources of the District Farm Credit Administration charged 
to the agencies receiving the supervision and assistance. 

The changes which we have made here—if you have got to have a 
bill, if you have to got to take the Government out—I think will an- 
swer some of the complaints that have been offered today. I do not 
know the financial position of all the PCA’s, but I do know this, Mr. 
Chairman, With our credit structure where it is now, with our rate 
of interest pushed from 114 up now to 314, with prices of commodities 
down, if you called on the OFT’s to invest 15 percent in the purchase, 
it would cramp us. 
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We eliminate that phase in this bill, as we believe that the PCA’s 
at this time still owing $2 million of Government money before they 
get out of debt, mould be handicapped if they were called upon to 
make the investment at this time. 

I want to call your attention to the thing that has no been brought 
out here—let me finish with this bill here first—I have marked this 
to provide just those things that I am telling you about. It elimi- 
nates the merger, it goes to a liquidation—it isn’t because we want to 
liquidate. If the PCA’s want the PCC’s and are willing to pay for 
them and are willing to buy them, it is all right with us. If they won’t, 
this bill as I have marked to leave with you will offer a suggestion, 
and I haven’t got all the changes made in there, but I worked on it 
last night. 

There is one additional point I want to make, and then I am closing. 

When I passed over this question of the investment of 15 percent, 
there isn’t anybody on the Federal Farm Credit Board, not even in- 
cluding the Governor, but what knows there are some of the PCA’s 
that won’t be able to make that investment. Some of them have told 
me. And we know it. Now, the bill doesn’t clearly state it, but it is 
in there, the provisions made for that in the revolving fund. 

Those who cannot afford to, all they need to do, and have the Gov- 
ernor’s approval, is to get him to invest more in the stock and use the 
funds from the sale of that stock to pay off this stock. 

Mr. Poage, the door is wide open so that the PCA’s could make the 
15 percent down payment and not have to take a dollar out of the 
treasury. It could be made by the revolving fund investing 15 per- 
cent more in all of them, and that fund used to pay off the Government 
on what you are proposing in this bill. 

I ask your serious consideration of sticking with this thing until 
we find a bill that will be fair to the users, all the users, and one which 
will not offer any chance at this strenuous time of increasing the cost 
of money to our farmers. 

I appreciate this opportunity. 

Mr. Poace. Thank you a great deal, Mr. Wilson. 

Is there anyone here representing the National Finance Company 
of Fort Worth, Tex.? They are on the list. 

Mr. Wixson. Iam, 

Mr. Poace. And you have already spoken. 

Mr. Witson. I mentioned the six there. 

Mr. Poagr. Mr. Armer is on the list, but since he is not here I assume 
he doesn’t care to appear. 

That leaves five individuals who want to testify. And you gentle- 
men that want to catch a train are in no better shape than the Members 
of Congress. Unfortunately, there is a great deal more literacy in 
my district than you would think, and unfortunately, everybody who 
knows how to write knows how to use the United States mail... We 


have to spend some time on our correspondence, I don’t know how we 
are going to proceed unless we close this thing now and eome back; 
tomorrow morning, 

Mr. Garutnes. How long will it take? 

Mr. Poaex. At least 2 hours. I know the people who want only 10 
minutes will take 30, and the people who want 30 minutes will take an 
hour, I don’t mean that critically, but you know what. happens, we 





FARM CREDIT 183 


have heard very few more than that all day. It will take tomorrow 
morning. 

Does anybody have any better suggestion ¢ 

I am going to suggest, then, that the committee recess until tomorrow 
at 100’ ‘clock. 

(Whereu Don, at 4:40 p. m., the committee adjourned, to reconvene 
at 10a. m., Saturday, April 91, 1956.) 
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SATURDAY, APRIL 21, 1956 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON CONSERVATION AND CREDIT 
OF THE COMMITTEE ON AGRICULTURE, 
Washington, D.C. 

The subcommittee met at 10 a. m. in room 1310, House Office Build- 
ing, Hon. W. R. Poage (chairman of the subcommittee) presiding. 

Mr. Poacr. We will come to order. 

We will this morning attempt to complete the hearing of the wit- 
nesses who have been patiently waiting and have not yet had an oppor- 
tunity to be heard. 

I believe Mr. Pete Williams, Clarksdale, Miss., is first. 

Mr. Williams. 

(No response. ) 

Mr. Poaer. I understand Mr. Williams had to leave and go home. 
Weare sorry to hear that. 

Mr. Lloyd Halvorson ¢ 

Mr, Hatvorson. I am economist for the National Grange, with 


offices here in Washington, D. C., at the National Grange Building. 


STATEMENT OF LLOYD C. HALVORSON, REPRESENTING THE 
NATIONAL GRANGE 


Mr. Hatvorson. Mr. Chairman, I am pleased to have this oppor- 
tunity to present the Grange position to the committee this morning. 
There seems to be substantial agreement that there is need for a source 
of credit for farmers over and beyond what is provided by commercial 
banks and other proprietary lenders. 

There is a basic question, however, as to when a new system of credit 
is set up as to what relationship this new or this farm credit system 
should have to Government. 

I think some of the questions yesterday, or some of the opposition, 
came from people who still had not been converted to the philosophy 
that we would like to get the Government out of the business to the 
fullest extent possible. 

It is, however, the philosophy of the Grange and a number of other 
organizations that to be consistent with our economic philosophy, 
which has tried to get the Government out to the fullest extent pos- 
sible, there are also many practical reasons as to why we do not want 
too close a tie-in with Government. 

From our own experiences we have seen some rather wide swings in 
political sentiment. At one time there was an effort made to convert 
the Federal land banks into a direct Government lending institution. 
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That would have been quite easy because of the close relationship that 
the Federal land banks did have to the Government. 

At othe times there was a swing in philosophy to get the Govern- 
ment out of business on a first-aid basis, and both of these trends have 
a great deal of danger to maintenance of a long run help to the farm 
system of the kind we want. 

From the very beginning I think the basic idea has been that in order 
to set up this very necessary farm credit system the Government had 
a very important role to play in getting us started on a partnership 
basis, but as time went on the philosophy was that the Government 
would gradually recede and the farmers themselves would take over. 

We feel that a system which can be owned and controlled by farm- 
ers will in the long run be the most satisfactory, will continue with the 
least amount of interruption or danger of being interrupted, and it 
will also be able to design a form of credit that best meets the needs of 
farmers. 

The Federal intermediate credit banks have been established over 
these years on an entirely different basis than the other Farm Credit 
Unions. It was set up as a Government-owned and controlled source 
of credit for agriculture. This was even contrary to our general 
economic philosophy concerning relationship of Government to the 
banking system. 

I believe once we did try to have a Government system of banking, 
a central bank. Many countries of the world today have a central 
banking system owned and controlled by the Government. But in 
spite of our philosophy we did have this government system of Fed. 
eral banks. The reason we are trying to get away from it today is 
simply not ideological but also for many practical reasons we have 
observed. There have been efforts made in the past to determine 
by political degree, you might say, what volume of loans the Federal 
banks should be allowed to make. 

There have been efforts made to determine that loans could not be 
made for certain purposes on the theory we should protect certain 
established areas or we should try to control production through 
control of credit by Government. 

These dangers would not arise if the system were farmer-owned 
and controlled. 

Also we feel there are more dangers of partisan political control in 
a system that is strictly Government-controlled, especially with regard 
to personnel. 

remember distinctly some of the experiences Mr. Goss related about 
the effort to get political forces into the matter of selection of personnel 
and even in the making of loans. 

We feel credit is something which has to stay on a very impartial 
basis, and the best way to keep it impartial and so a purely commercial 
basis is to eventually get farmer ownership and control. 

The Farm Credit Act of 1953 was a very good act tending to set 
the basis for eventual farmer ownership and control of the entire 
Farm Credit system. 

The original Production Credit, Act was deficient in providing for 
adequate basis for farmer ownership and control, and so had the 
bank for cooperatives feature of the Farm Credit Act of 1933. 
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«We have already made these improvements for the Bank Coopera- 
tives.. That was done last year. We are now at the point of trying to 
figure out.the best kind of a farmer-owned and controlled production 
credit system. 

The Grange has considered very carefully this proposed Farm 
Credit Act of 1956. We feel that it is the right method of trying to 
fulfill the philosophy in the Farm Credit Act of 1953. 

At this point 1 would like to read a little of my testimony. 

This hearing on the Farm Credit Act of 1956, is a historic occasion 
to the Grange. This Act, if made into law, will as I see it, open the 
last door to the complete fulfillment of the Grange’s historical ob- 
oe of a farmer-owned and controlled farm credit system at all 
evels. 

As we look back we can truly say that the role of Government in 
helping a cooperative farm credit system get started and doing a good 
job has been overwhelmingly justified. Since 1916 our agricultural 
economy has gone through some of the most severe economic shocks of 
our Nation’s history. Yet, today 75.6 percent of our farmers are 
owners. of farms, and only 24.4 percent are classified as tenants. Never 
before in our recorded history has tenancy been so low and farm own- 
~_ by farmers so high. We have a much better rural America, 
that dollars cannot measure, because farmers were saved from financial 
ruin in the 1930’s by the financial operations of the Farm Credit Sys- 
tem. The Farm Credit System played an indispensable role in pre- 
serving the financial structure not only of farmers but of the entire 
economy in the 1930’s. 

The role of Government in establishing the farm credit system has 
also been justified by the contribution the farm credit system has made, 
and is making, in attuning the availability of credit and credit services 
to the present-day needs of family farms. The technological advance 
of our family-sized farms would not have been possible without ade- 
quate land and production credit, and a credit source which farmers 
could trust to stay with them in periods of emergency—even if their 
equity was small. This has been a benefit to the entire Nation. 

As we look to the future, we do not feel that the Farm Credit Act of 
1956 is intended as a change in the attitude of Government toward 
the farm credit system. We believe instead that those who have been 
the fathers of the system can take pride and joy in the fact that the 
system is now about grown up and has become a stalwart son who can 
go on his own. 

There is one thing we must remember, however, and that is that, 
should our economy start to gyrate madly, or should our farm de- 
pression worsen, then good, sound farmers and good, sound institu- 
tions (especially financial) might find themselves on the brink of 
financial disaster for reasons beyond their own control. It is in the 
interest of the entire Nation that there is a cooperative farm credit 
system through which our Government can bolster the entire finan- 
cial structure of agriculture in periods of emergency on a basis of 
minimum cost and in an expeditious manner. In other words, the 
availability of an adequate revolving fund in the cooperative farm 
credit’ system is as much to the benefit of a responsible Government 
as it is to the cooperative farm credit system and farmers. In some 
ways cooperative farm credit agencies have certain inherent disad- 
vantages, which could make their competitive existence very difficult, 
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even though their existence is helpful—if not indispensable, at least 
in periods of recession and depression. Commercial banks have as 
their major source of loan funds customer deposits on which they pay 
no interest, and on which they are in fact peohibited by law from pay- 
ing interest. However, at times the cost of handling customer de- 

osits may be as high as the interest rate on debentures, but it should 

e noted that the interest rate on money can go far above the cost of 
handling customer deposits. The upper limits on interest rates are 
not nearly so much determined by the cost of banking as by the poli- 
cies of the Federal Reserve System on rediscount rates and open 
market operations. This means that high interest rates could give 
commercial banks an appreciable advantage over the Production 
Credit System in the cost of obtaining loan funds. 

I thought some of the remarks made yesterday were very much to 
the point. I agree 100 percent with the points you were making, and 
that is that the commercial banks in a sense create deposits which they 
use to make loans. In other words, this big expansion has taken place 
in our money supply since before the war and it has been an expan- 
sion that the commercial banks made possible in our Nation. That 
is not bad. 

Of course, they have a cost of maintaining the deposits, but as I 
point out in my testimony here, there is no necessary relationship 
between the cost of handling customer deposits and the interest rates 
determined by the Federal Reserve Board, so there might in that sense 
be a windfall, you might say, to commercial banks in this system of 
banking we have in this country. 

You also pointed out, I think, that the Federal Government main- 
tains deposits of around $414 billion in the commercial banks of the 
Nation, even though the real deposit accounts of the United States 
Government are in the Federal Reserve Banks where they keep an- 
other $500 million of deposits. 

It is true, of course, the Federal Government pays a lot of people 
all over the country, and some have said that is the reason the Gov- 
ernment needs to maintain deposits in these other commercial banks 
where its own checks are not written on. But, at the same time, I 
want to point out that while he Grange has a deposit of its own in one 
bank, it is not expected to maintain a deposit in the same bank where 
I deposit my checks and do my banking. I feel you made a very good 
point and I want to stress it. ; 

This benefit that the bankers and others seem to think are undue 
preference to farmers and their credit institutions is not such a great 
preference when you compare it to the advantages which they them- 
selves have. 3 

You could even go back to the 1930’s. The Government did not 
maintain anywhere near the $414 billion of deposits which they main- 
tain now. 

You were also right that the Federal Reserve notes now outstanding 
amounts to about $25 billion. But I want to say all the demand de- 
posits which the commercial banks have been allowed to create under 
our banking system fall in about the same econ? as the Federal 
Reserve notes as far as the privilege of commercial banking in this 
country is concerned. j 

This brings me to the matter of the treatment of the surplus in the 
Production Credit Corporations and the Federal Intermediate Credit 
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Banks. This surplus has arisen largely from efficient operation and a 
decision not to currently — on to farmers, in the form of lower 
interest rates, all of the aid to agriculture that was possible from the 
Government capital which was put into the system. 

There is some difference of opinion between the Bureau of the 
Budget and the Federal Farm Credit Board in how the PCC and 
FICB’s surplus should be handled. It should be noted, however, that 
Mr. Hughes of the Bureau of the Budget has, in effect, said, “We have 
no objection to donating the present surplus and reserves of the Pro- 
duction Credit Corporations and the Federal Intermediate Credit 
Banks to the merged institutions as a permanent Federal subsidy.” 
We believe this statement indicates an appreciation on the part of the 
Administration for the justification of not requiring repayment of the 
surplus and also the recognition of the public interest in the establish- 
ment of a strong farmer-owned and controlled farm credit system. 

The National Grange would not want to see the present surplus of 
the PCA’s and the FICB’s distributed as dividends or as dissolution 
spoils to the stockholders. We believe that the possibility of this hap- 
pening is very remote if not precluded. If the merged institution 
should go bankrupt, there would be no surplus and in any case the 
dissolving of the system would require an Act of Congress. Even 
dividends are prohibited if the present surplus is reduced. 

The Grange will be on record at this time for the future that we 
would not want ever to see the present surplus distributed as dissolu- 
tion spoils. 

Mr. Poace. In other words, you are opposed to the Bureau of the 
re x igre 

Mr. Hatvorson. Yes. 

We believe that the objections to section 206 (c) are, in effect, 
academic, but to put in the law that the surplus belongs to the Gov- 
ernment would create the danger of undue Government interference 
in a credit system that we hope to make farmer-owned and controlled. 
This would defeat our entire purpose, and the salutory effects which 
we expect to flow from the Farm Credit Act of 1956 would be lost. 

The Administration would like to get Government out of business 
to the fullest extent possible, but still the recommendation in effect 
would put the Government perpetually into business to some extent 
through this system. It would never become a situation where the 
farmers would feel they have an organization free from the Gov- 
ernment if we follow the Bureau of the Budget. 

We are also opposed to having the Government Corporation Control 
Act apply to the Federal Intermediate Credit Banks. The subjecting 
of the Gade and the lending authorization of a commercial lending 
institution to review by an appropriation committee is hardly neces- 
sary and has some dangers. 

At all times we should remember that the Farm Credit Administra- 
tion agencies will be subject to the supervision of the Federal Farm 
Credit Board, an agency responsible to the President. 

In regard to making the cost of supervision a part of the FICB 
interest rate, we believe that, as time goes on, the cost of supervision 
can be greatly reduced, and that the cost of supervision for a PCA 
need not be much more than the cost of reviewing the financial state- 
ments and operations of other FICB borrowers. It should also be 
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mentioned that PCA’s are directly and indirectly providing more 
capital for the merged FICB than other borrowers. 

It was necessary to give the PCA a great deal of supervision in the 
past. But a farmer-owhed institution can run on its own as well as 
the commercial local bank and it would not need a great deal more 
supervision eventually. Perhaps that is just my opinion but I would 
like to leave it for what it is worth. 

We feel that the Farm Credit Act of 1956 provides adequate as- 
surances that other financial institutions will have a continuing oppor- 
tunity to obtain loan funds from the FICB’S on equitable terms. 

In regard to making other cooperative financial institutions stock- 
holders of the proposed Federal Intermediate Credit Banks, we have 
no position. We do feel, however, that this is a separate question 
with many ramifications. First of all, they are State-chartered and 
State-supervised institutions. Secondly, their membership wouid 
probably require changes in the farm credit districts with many com- 
plications. At least some of the other cooperative farm credit insti- 
tutions probably are less dependent wpon the FICB’s for loan funds 
than the PCA’s. 

In conclusion, we urge favorable action on H. R. 10285 and identical 
bills. 

Mr. Poacr. We are very much obliged to you, Mr. Halvorson. 

Questions ? 

(No response.) 

Mr. Poace. Thank you very much, Mr. Halvorson. We appreci- 
ate your coming 

I believe we have Mr. Riggle here this morning, who has been wait- 


ing 2 or 3 days to be heard. 


STATEMENT OF JOHN RIGGLE, SECRETARY, NATIONAL COUNCIL 
OF FARMER COOPERATIVES 


Mr. Rieeir. Mr. Chairman, my name is John Riggle, secretary, 
National Council of Farmers Cooperatives. 

We appreciate the opportunity to appear before you on this bill, 
Mr. Chairman. 

Since 1934, the National Council of Farmer Cooperatives has had 
a policy favoring the progressive increase in the cooperative nature 
of the farm credit administration agencies engaged in financing the 
sound credit needs of agriculture, with the systematic retirement of 
Government capital, and an increase in the participation of farmers 
in the capitalization, operation and management of the system, sub- 
ject to the necessary Government supervision. 

During World War II, activities under this policy were necessarily 
suspended, but beginning in 1946, the Council, together with other 
farm groups and credit agency members, became active again in an- 
alyzing and promoting measures to facilitate the cooperative credit 
program. Their efforts were favorably considered by the Congress 
and as a result the Farm Credit Acts of 1953 and 1955 were placed on 
the statute books in partial fulfillment of the intent of Congress and 
the farm groups in the original establishment of the affected farm 
credit agencies. 
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Under these acts the overall farm credit administration structure 
and the cooperative bank structure were oriented toward greater 
farmer ownership and participation in management; and the operat- 
ing features of the land banks, farm loan associations and production 
credit associations were revised to make their operations more respon- 
sive to the credit needs of farmers, and to give farmers more repre- 
sentation in the organization. There remain unfinished among other 
items, consideration of the organization, use, and disposition “of the 
production credit corporations and the Federal intermediate credit 
banks. 

Short term farm credit is agriculture’s most vulnerable point in the 
whole rural credit structure. Approximately 75 percent of short term 
farm loans are held by commercial banks, who because of prior obli- 
gations to depositors, are not in a position to carry their loans during 
a prolonged period of recession when deposits decline and repayments 
slow up. Failure of any substantial number of farmer borrowers to 
pay interest on short term loans or to secure extension of loans when 
due, can precipitate a cumulative liquidation of farm enterprises at 
forced sale prices, especially when commodity prices are declining. A 
resulting decline in general business conditions and bank deposits in 
rural areas will still further restrict the local banks’ ability to carry 
farm loans. : 

Recently the rediscount rates on commercial loans in the several 
Federal Reserve districts have been raised. This includes agricul- 
tural paper which is handled as commercial loans under Federal 
Reserve operations. Actually most of this paper consists of credit cov- 
ering commodities and given by handlers in the channels of trade, 
secured by warehouse receipts for nonperishable or processed farm 
products, and by farm equipment and supplies. Generally it is 6 to 9 
months paper. Little of it is paper given by farmers directly to com- 
mercial banks to purchase livestock, equipment, feed or supplies. 
Country banks are full of farmers’ paper which the Federal Reserve 
banks do not customarily rediscount. 

Important as handlers’ and processors’ credit is to the orderly mar- 
keting of farm products and the supplying of farmers through the 
channels of trade, it still leaves a vacuum in discount operations for 
short term paper of farmer origin held by the country banks. Hence, 
farme a: paper is most vulnerable to the credit restrictions 
which follow when rediscount rates of central banks are raised, as they 
have been recently. In the early twenties and again in the early 
thirties, the credit restrictions in those periods forced the wholesale 
liquidation of agriculture and the country banks generally were taken 
over by the government in the early thirties and many were liquidated 
because of the slowness of farm paper. 

The worst thing which could happen to the American economy 
would be precipitate or even allow the Niiwidution of farm values such 
as occurred then. Forty percent of the Nation’s work force is employed 
to provide services and supplies for farm production and the farm 
home; and to produce, blind, process, transport and distribute farm 
foodstuffs, feedstuffs and fiber on the way to the consumer. When the 
farmer is forced out of the market for production and consumer goods, 
he pulls these supported industries down with him, first in rural 
business areas and then in urban industry, greater in proportion than 
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his use of their services and products. Witness the recent heavy 
worker layoffs in the farm equipment industry, due to farmers drop- 
ping out of the farm equipment market because of reduced income. 

Present farm inventory values have not been tested by forced liqui- 
dation, because so far cash and credit resources of farmers have not 
been wholly exhausted, except in the case of young farmers, including 
veterans, who have financed farming enterprises during the postwar 
period of high farm capital and operating costs. Many of these are 
reported to be selling off their farm setups and many other farmers 
are seeking employment in urban areas to augment declining income. 

Farmers of this country have operated in a period of high fixed 
costs and declining farm income since 1951. The ratio of prices re- 
ceived to prices paid declined from 100 in 1951 to 80 in December 1955. 
In 1929 before the economic debacle the ratio was 92. 

Production expenses in 1954 were 3 times what they were in 1929 
while net income was 2 times the 1929 level. Farm mortgage debt 
has increased 60 percent over the 1946 level, much of it recently to re- 
finance production credit. 

The point is that short-term credit is the most vulnerable part of the 
farm credit structure and hence the Achilles heel of farm economy in 
time of stress; poaey because farmer paper, held 75 percent by 
country banks, is the first to feel the pressure of credit restrictions im- 
posed by the across-the-board policies of the Federal reserve and com- 
mercial banking systems. 

The most vital service the Federal farm credit system can provide for 
agriculture is to set up adequate facilities for the rediscounting and 


carrying of the farmer paper of which country lending institutions in- 


cluding production credit associations, country banks and other financ- 
ing institutions are full; and to provide incentives so that those 
facilities are used by country banks and other financing agencies to 
carry agriculture over thin periods in the rural economy until farm 
values recover, as they always have done in due course; rather than 
to accept by default the situation under which the forced liquidation 
of farm production paper may proceed as it did in the disastrous 
1930’s. Such a discount facility would have to provide incentive for 
active pernnineyien by all lenders on short-term farm paper, both in 
its services and in the distributing of earned margins when and if avail- 
able above operating expenses and retains necessary for capital 
formation. 

We believe legislation should meet this problem head-on by pro- 
viding facilities for broad discount services and incentives for its use 
by short-term farm lending institutions. Cooperative short-term farm 
credit agencies should have voting membership for election of produc- 
tion credit representatives on the district board and nonmember par- 
ticipants, such as commercial banks and other noncooperative financ- 
ing agencies, should PATE in patronage refunds contributed to 
capital which are to be revolved out after the Government capital has 
been retired out of earnings. Likewise there should be, on liquida- 
tion or dissolution no discrimination between members and nonmem- 
bers in the distribution of surplus and other assets accumulated out of 
the patronage of different financing institutions, if this is to be a bona 
fide cooperative credit institution following established mutual prin- 
ciples. 
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Technically we have no position in the merger of the production 
credit corporation with the intermediate credit banks. 

_ We are far more concerned that, through proper incentives and non- 
discriminatory policies, there may be provided for farmers through 
various intermediate channels a source of production capital of such 
availability and strength as not to require emergency measures to 
meet recurring farm credit crises. Any proposed legislation should, 
we believe, be measured against such a standard, as well as that of 
cooperative ownership and control. 

Since the income of intermediate credit banks for many years has been 
90 to 94 percent from interest paid by borrowers, and the cost of neces- 
sary government administration and supervision by the Farm Credit 
Administration has exceeded the income from investments in Govern- 
ment bonds, we see no validity in the premise that the Government 
has any interest in the surplus and reserves after the Government 
capital is retired. A franchise tax has been paid on the use of Gov- 
ernment capital, and until the unlikely event of dissolution, except 
by act of Congress, the surplus and reserves should remain in the sys- 
tem without any continuing Government claim. 

Likewise until the future of the agricultural economy is more stable, 
we believe the retention of the revolving funds of the production credit 
corporations and Federal intermediate credit banks on a reallocated 
basis is important in any legislation at this time. 

While we are not authorized to endorse any bill before the commit- 
tee as indicated above, we favor legislation to provide for completing 
the mutualization of the farm credit system and orderly retirement of 
Government capital in the short-term credit system on a broad enough 
structure and authority to serve agriculture across the board and 
fill the vacuum in our present short-term credit discount facilities. 

Mr. Poace. Thank you very much, 

Mr. McIntire. I was interested in what I though was the train of 
though throughout your testimony—the fact that commercial banks 
find it most difficult at times to handle this short-term farm paper. 

In the last 2 or 3 years, 2 or 3 banks in my area have established 
agricultural credit corporations through which they are handling prac- 
tically all of their short-term lending to farmers. 

Why hasn’t that been done more in the past by the banks? These 
two banks I mentioned are very frank to admit that they could not 
have handled for the past 2 years the volume of agricultural paper 
they did handle except through the medium of these agricultural 
credit corporations. Why haven’t they used that before ? 

Mr. Ricere. You mean used this.corporation ? 

Mr. McIntire. Yes, the discount privilege. 

Mr. Rieetx. Perhaps they have not had the same incentives to use it 
as the other credit institutions which more or less by law and by regula- 
tion have been required to use it. 

The national banks and state banks being under supervision of 
other agencies and examined and counseled by those agencies have 
tended to keep them more or less within the channels of operation 
which those agencies have allied to it. 

Mr. McIntire. These banks to which I refer, one is a national bank, 
and the largest one in my home county. The other one is a trust 
company. Both of them are now finding that they can service agri- 
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cultural paper far more constructively through this vehicle of an agri- 
cultural credit corporation. 

Mr. Riaete. It is like many other things, perhaps. It has to be pro- 
moted. Services have to be promoted as being available. 

I think things change rather slowly in the banking business, per- 
haps too slowly. 

There has been some feeling throughout the banking system that 
this was a kind of outside organization, perhaps. They didn’t know 
whether they wanted to get mixed up in it. 

Mr. McIntire. Some of their traditions and feelings have out- 
weighed their obligation of service. 

Mr. Rieete. Perhaps a feeling of competition has been more domi- 
nant than the feeling of service to the farmers. Let me put it that 
way. 

Mr. Poace. Anything further ? 

(No response. ) 

Mr. Poace. If not we are very much obliged to you, Mr. Riggle. 

Are there any other opponents of the bill ? 

(No response.) 

Mr. Poacx. Mr. Christopher, a Member of Congress from Missouri, 
is opposed to the bill and would like to be heard. 


STATEMENT OF HON. GEORGE H. CHRISTOPHER, MEMBER OF 
CONGRESS FROM MISSOURI 


Mr. Currstopuer. I am George H. Christopher from the Fourth 
District of Missouri, and I am in opposition to this legislation. 

Mr. Poace. We will be glad to hear you. 

Mr. CuristopHer. I thank the chairman very much for allowing me 
to sit in at these hearings and to hear the testimony. 

I have been with Production Credit as-a participant, a borrower 
and a worker, for and with them ever since the very beginning of Pro- 
duction Credit. 

I remember very distinctly trying to farm and borrow money at 
a time when such a thing as Production Credit had not been thought 
of, when there was no such thing as N. F. L. A.’s. 

IT remember borrowing $1,000 on good real estate security when I 
paid 7 percent interest and a 5 percent commission to the loan company 
to secure the loan which was due in 5 years. 

At the end of 5 years I was unable to repay the money. The loan 
company told me for another 214 percent commission they would seek 
to get the mortgage renewed, so when I had had that $1,000 10 years I 
had paid $775 in interest and commissions, still owed the $1,000, and 
the loan company held out 12 percent of the proceeds of the loan when 
I made it, 7 percent interest per year and 5 percent commission, so I 
got only $880 to begin with. 

Of course, that wasn’t really lending money. That was legalized 
highway robbery, and perhaps if it had not been for N. F. L. A. and 
Production Credit Associations the same thing would be operating 
today. 

The Governor of the Farm Credit Board I believe testified here that 
he considered Production Credit had done a good job for some 20-odd 
years. I had forgotten to say at the beginning that I have always been 
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a farmer and still am a farmer. We had no National Farm Loan 
Board until 1953. I don’t know how bad we farmers needed a Federal 
Farm Loan Board, but if we needed one we never realized it. We 
seemed to get along very well. 

Figures given me by the Governor indicate that farmers believe in 
their production credit setup to the point that they have purchased 
something like $64 million worth of stock on which they are not realiz- 
ing either interest or dividends. We were told that that stock was 
bought in order to retire Federal capital. 

We were told when we bought the stock that it would draw no inter- 
est and earn no dividends until some indeterminate time in the future. 

We bought it with that understanding and we bought it because we 
knew that we had stood in great need of the kind of farm credit that 
the Production Credit Associations give us, and we sacrificed the re- 
turn on that money in order to retire that Government capital. 

Now when we have about 80 percent of the job done in our associa- 
tions, we are asked to buy the intermediate credit banks. 

If conditions were as they were 4 or 5 years ago, perhaps that 
wouldn’t be so hard to do, but this comes at a time when there is a 
terrible disparity between the income of nonfarm people and the in- 
come of farm people. 

In 1952 the net income per capita of nonfarm people was $1,836. 
By 1955 it had risen to $1,919, or up $83 per capita among the non- 
farm population of the United States. 

During that same period net income from farming had sunk from 
$675 to $551, or it was down $124 per capita, while the nonfarm ret 
income was up $83 per capita. 

Net income lost by farmers for 1953, 1954, and 1955 was $12 billic n 

The source of this income is on table 666, page 43, Agricultural 
Income Statistics. 

During that same time, from 1952 to 1955, industrial stock prices 
rose 62 percent. Corporate profits after taxes rose 32 percent. Stock- 
holders’ dividends rose 19 percent, net nonfarm income rose 14 percent, 
and net farm income fell 23 percent. 

You might ask me “Why be a farmer?” If you don’t just love to 
live out there, there is no valid reason for being a farmer. 

I don’t have recent figures, but I know they go on in the same trend. 

During the 2 years of 1953 and 1954, farmers went to the loan com- 
panies for $1,100 million more money. They went to their bankers for 
another billion dollars in bank loans at a time when their inventory 
on their real estate went down $414 billion and the inventory on their 
livestock went down $714 billion. 

There is a great hue ‘and cry raised about the interest on the Gov- 

ernment money which was put into the farm credit setup, but you 
know the Congressional Record, dated January 12, 1956, page 403, on 
that page a very noted Congressman said that— 
Government losses to manufacturers in subsidies of one kind and another be- 
tween 1933 and 1955 was $40.8 billion. Government subsidies to shipping over 
the same period of time was $5 billion. Government losses in supporting farm 
prices between 1933 and 1955 was $1.2 billion. 

When the total of all subsidies to all groups are considered over the past 50 


years, the farmer has received $5 out of each $1,000 which has been paid by this 
Federal Government in subsidies in one way or another. 
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And yet you would think to read the press, watching your television, 
and listening to your radio, that farm people were the only segment 
of our population that were ever subsidized. 

What is happening in the United States’ Between 1953 and 1955, 
the last year inclusive, 600,000 farmers have gone off the farms in the 
United States for one cause or another. 

My State of Missouri lost 28,431. 

My home county of Bates lost 278. Barton County lost 243. Cash 
County lost 188. Henry County lost 340. Jackson County lost 616. 
Johnson County lost 241. Lafayette County lost 106, and Vernon 
County lost 224. 

Authority for that statement is the 1954 Census of Agriculture 
from the Bureau of the Census. 

Out in Missouri in 1952, hogs sold for 100 percent of parity. In 
December of 1955 they were selling for 50 percent of parity. 

In 1951 grade A milk brought 56 a hundred in Kansas City and 
sold at retail for 20 cents a quart. 

In 1955 it sold for $4 in Kansas City and the people who drink 
it paid 21 cents a quart. 

Farm products are now selling in many cases at bankrupt prices, 
but the cost of living is six-tenths of 1 percent under the alltime high. 

What is the meaning of all this? It means that this is a poor time 
to ask the farmers of the United States to start buying the Inter- 
mediate Credit Banks. 

It has been developed here at this hearing that it will probably 
take them anywhere from 40 to 50 years to get their job done. We 
have already invested, as I said, $64 million in trying to get our 
production credit associations farmer owned. Why Rid we be 
asked to do this now at a time when they are the least able to do it? 

This legislation is written, I am sure, pursuant to so-called Hoover 
reports, and the name Hoover does, and always has, brought to my 
mind 3-cent hogs and 12-cent corn and 40-cent wheat, and 9,000 bank 
failures in 12 years, and I am more than suspicious of anything that 
is remotely related to the name. 

The Eighty-third Congress passed in 1953 the Farm Credit Act. 
[ am even suspicious of that. In my opinion it is designed to return 
the America farmer eventually to the same status that he occupied all 
through the 1920's. 

NFLA and the Production Credit Associations have been of inesti- 
mable value not only to the borrowers from those institutions, but to the 
tens of thousands of other borrowers who never borrowed a dollar 
from either of those institutions. 

I know it was predicted that NFLA would break all our life insur- 
ance companies, bankrupt every loan company in the land. It didn’t 
do it. It forced the private loan companies, much against their will, 
to lend money at reasonable interest rates on long-term loans. 

Almost any loan company now will make good farm real estate 
loans at 5 percent, no inspection fee, no commission, 20 to 32 years’ time. 
They didn’t do that because they wanted to do it. They did it because 
they had to meet the competition of the Federal Land Banks. 

Private loan agencies don’t like production credit associations, and 
never have. 

Our interest rates, or rediscount rates are up a little over 300 
percent in the last 2 years. 
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I don’t know why, but it always has been my observation that when 
we get a Republican administration in control of the Federal Govern- 
ment we get five things: 

Lower prices for the food and stuffs produced by the American 
farmer, higher interest rates, tighter credit, the stock market burstin 
right out through the ceiling, and a tax cut, the lion’s share of whic 
goes to our super rich and our giant corporations. 

IT am an old man. I have watched the political situation and the 
financial situation in this country all my life, and those things are 
aes eee 

I don’t like this legislation. I am opposed to it. I hope the com- 
mittee doesn’t report it out, and if it does I hope it is defeated on the 
floor of the House. 

Thank you. 

Mr. Poage. Questions? 

Mr. McIntirez. I have no questions. 

Mr. Poacr. We are very much obliged to you, Mr. Christopher. 

= there any other witnesses who want to be heard in opposition 
to this? 

(No response. ) 

Mr. Poagr. I want everyone opposed to this bill to have a full 
opportunity to say so, and all those in favor of the bill to have full 
opportunity to say why. 

If there are no further statements to be made I will ask unanimous 
consent to insert certain communications which I received overnight 
in the record. 


(The statements referred to above are as follows:) 


Waco PropuctTIon Creprr ASSOCIATION, 
Waco, Tew., April 19, 1956. 


Re H. R. 10285, H. R. 10286, and H. R. 10315. 


Hon. W. R. Poaae, 
Congressman, 11th Texas District, 
Washington, D.C. 


Dear Mr. Poace: Thanks very much for notifying us, through Mrs. Downey, 
of the hearing on the Farm Credit Act of 1956 being held today and tomorrow. 
I have just returned from a 4-day absence and found Mrs. Downey’s letter, with a 
copy of H. R. 10285, on my desk. Since neither Mr. Walker nor I can get away 
just now for the hearings, and since we are certain that you are just as interested 
as we in getting the right kind of bill passed, we shall rely upon you to see that 
our views have due consideration in the House Committee on Agriculture. 

As you will see in the attached statement of views of our board of directors, 
we have found a “joker” in the bill. I think I can assure you that none of the 
PCA’s of Texas would want to invest a dollar in the Federal Intermediate Credit 
Bank or any other institution unless they felt certain of obtaining control of the 
institution eventually when they have paid forit. But the-Governor of the Farm 
Credit Administration talked them into supporting the bill as it is, without any 
provision for increasing our control as we increase our ownership, and to post- 
pone the question of controls for later legislation; his contention being that to 
inject the question into the bill would delay or impede its passage in the present 
session of Congress. But, frankly, I believe the Governor is strongly opposed to 
giving control to the users of the credit banks, and I base my opinion on remarks 
he made to a mutual friend in Houston when he was there. So it looks as if the 
rest of the PCA’s in Texas have been hoodwinked into going along with the 
Federal Farm Credit Board’s bill, although it does not give us what we want. 
The joker is, of course, the new declaration of policy, which restates the policy of 
the Congress in such a way as to make it appear that Congress has changed its 
mind about doing what the Farm Credit Act of 1953 says, and no longer is 
interested in giving the purchasing associations “increased participation in 
management and control.” If this declaration of policy is enacted, it will prove 
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a big stumbling block to any move to get increased controls established through 
later legislation. 

We would much prefer to have this bill spell out just how we are to obtain 
“increased control” over the merged banks as we progressively acquire owner- 
ship. However, if it is not practicable to do this now, we could go along with 
leaving this question to be worked out later, if we could feel reasonably certain 
that it would be done later. But this new declaration of policy, if enacted, would 
certainly impair our chances, and our directors feel that it would play directly 
into the hands of those persons who think the people at the grassroots should 
not control their institutions but should be directed by those higher up. We 
feel strongly that this bill better be held up or defeated unless the declara- 
tion of policy is revised to reaffirm in all its particulars the policy set forth in 
the Farm Credit Act of 1953. 

I trust you will make our views on this matter as plain and as strong as you 
can to the committee. If we can get provision for controls written into this bill, 
we want it done. If it is impracticable to get it into this bill, then we certainly 
want the way left open to have it done in later legislation. We shall greatly 
appreciate your assistance in this matter. 

Sincerely yours, 
CARLOS VAL. Smiru, Secretary-Treasurer. 


STATEMENT OF VIEWS OF THE WACO PRODUCTION CREDIT ASSOCIATION OF WACO, TEx., 
CONCERNING THE PROPOSED FARM CREDIT BILL or 1956 


We shall discuss here 8. 3564, introduced by Senator Holland, of Florida; H. R. 
10285 introduced by Representative Cooley ; H. R. 10286 introduced by Representa- 
tive Hope of Kansas; and H. R. 10315 introduced by Representative Poage of 
Texas. These four bills are identical in text. Hence we shall refer to them 
in the singular. 

We have agreed with the majority of the Production Credit associations of our 
District that this bill, as far as it goes, is a good bill. We have no disposition to 
delay or impede its passage, if it is what the production credit associations of the 
entire system want and if the objections which we shall raise herein are met. 

Our association however, is one of those who feel that some important things 
have been left out of the bill. The objections which we shall raise have been 
-alled to the attention of the Federal Farm Credit Board heretofore, with recom- 
mendations for their remedy, but without result. Therefore, we shall present our 
objections and recommendations to the Congress, hoping they may be received 
wiht more consideration. 

Objection No.1: no provision for “increased control” 

This legislation, like the “Farm Credit Act of 1955,” is designed to comply with 
the statement of policy contained in the Farm Credit Act of 1953 (Public Law 
202), which says: 

“It is declared to be the policy of the Congress to encourage and facilitate in- 
creased borrower participation in the management, control, and ultimate owner- 
ship of the permanent system of agricultural credit made available through insti- 
tutions operating under the supervision of the Farm Credit Administration, and 
the provisions of this Act shall be construed in keeping with this policy.” 

It has been, and is, our belief that ‘‘control should go with ownership.” It was 
to be expected that the Federal Farm Credit Board, in preparing this bill, would 
have had due regard to the statement of policy of the Congress quoted above, 
which specifies “management, control and ultimate ownership” as its goals, not 
simply ownership. Yet this bill fails to make any provision for the purchasing 
associations to acquire increased control of the merged Federal Intermediate 
Credit Bank as they acquire ownership. 

Our association, in common with many others feels that the present arrange- 
ment, under which the PCA’s of a district have 2 elected directors on a district 
board of 7 men, does not constitute control. This arrangement is fairly satis- 
factory so long as we do not own the Credit Bank, but when we have invested our 
money and have retired the Government capital from the merged Bank and own 
it, we cannot agree that 2/7 representation on the board of directors will give us 
effective control. The proposed Act does not provide for voluntary participation 
in the purchase of stock in the Bank, but makes it compulsory for the PCA’s to 
invest their capital. This is doubtless necessary to the success of the plan for 
retirement of the Government capital, but it would seem that simple justice would 
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dictate that the same Act should provide the means for giving the purchasing 
associations “increased control” along with their progressive assumption of own- 
ership. And, we repeat, this clearly is the intent of the Congres as quoted above 
from the Act of 1953. 

If it be thought that the omission of provision for controls from this bill is an 
oversight, let us look at the “Declaration of Policy” (See. 2.), which reads as 
follows: 

“It is declared to be the policy of the Congress to continue to provide agricul- 
_ ture with a sound, dependable, and effective source of credit; to promote the 
efficiency of the farm credit system by merging production credit corporations in 
Federal intermediate credit banks and to facilitate farmer ownership of the 
merged banks and retirement of Government capital therein; to encourage and 
promote the continued growth and development of the production credit associ- 
ations as self-supporting cooperative lending institutions operating on a sound 
credit basis with maximum local authority to determine credit needs and loan 
policies consistent with the maintenance of a national production credit system ; 
and to continue to provide other financing institutions making loans to farmers 
and ranchers with the right to borrow from and rediscount with such merged 
banks on a basis comparable with the production credit associations regardless 
of the ownership of such banks. The provisions of this Act shall be construed 
in keeping with this declaration of policy.” 

This declaration appears to have been very carefully written, and it makes 
it appear that the Congress has backed away from the policy contained in the 
Farm Credit Act of 1953, previously quoted. Notice that it omits any reference 
to “management and control” and bears down on “farmer ownership” only. 
Without attempting to impugn motives, we are nevertheless faced with these 
questions : 

Why did the Federal Farm Credit Board feel it necessary to restate the policy 
of the Congress? 

Why did it not simply let the original (1953) Declaration of Policy stand and 
re-affirm it? 

Does this indicate that the Farm Credit Administration now looks askance at 
“borrower participation in management and control” and would limit borrower 
participation to ownership only? 

We can only raise these questions not answer them. But we can state 
positively that the production credit associations of the Nation have not changed 
their views and they are expecting the policy adopted in 1953 to be carried out. 
We do not believe that the Congress has changed its policy, and we submit that 
the proposed Declaration of Policy does not properly represent nor express the 
policy of the Congress. 

If this be considered an unimportant matter, let it be remembered that several 
attempts have been made in the past, by persons and interests opposed to the 
principle of farmer-borrower control of our system, to reverse our plan and 
to gather up the controls in Washington. Although these attempts were 
thwarted, we are not at all certain that further attempts will not be made. 
We hope there are no longer any persons in the Farm Credit Administration 
who disapprove of the principle of borrower management and control of our 
agricultural credit system, but if there are, the proposed restatement of congres- 
sional policy in the aforementioned Declaration of Policy, if enacted, would be a 
useful tool for their purposes. 

Recommendation.—We recommend : 

(1) That the Declaration of Policy in Section 2 be rewritten or amended so as 
to re-affirm in all particulars the Policy contained in the “Farm Credit Act of 
1953.” 

(2) That the bill be amended to provide that the purchasing associations shall 
obtain control of the merged Federal intermediate credit banks progressively as 
they acquire ownership. (Our association favors the plan of separate, but inter- 
locking boards of directors for the three units of the Farm Credit System in each 
district. ) 


Objection No. 2: No provision for hardship cases 


The attention of the Federal Farm Credit Board was called to the absence from 
this bill of any provision for allowing an extension of time for the initial invest- 
ment of association capital in the merged Bank where it would cause an 
association hardship. In our district, several associations have been and are ex- 
periencing a prolonged drouth. In others, there are associations that, due to 
limited capital and small income, may find it hard to meet the scheduled pay- 
ments on time. Our association, being a more or less average PCA, would have 
























200 


FARM CREDIT 


to take about $26,766 out of our present working capital, in 3 installments over 
a period of 2 years. This is equivalent to 90 percent of our total profits for the 
past 5 years, and is equal to 6.7 percent of our present capital and surplus. We 
doubt if we can take this amount out of our working capital without some im- 
pairment of our operation. We feel certain that a comparable withdrawal from 
the capital of those associations that are undergoing more difficult conditions 
would cause even more embarrassment to them. 

We think that the bill should make provision for some flexibility in requiring 
the investment of association funds in the merged banks. If this is not done, 
and an association found itself unable to meet an installment, its only recourse ° 
would be to request the Governor of the FCA to invest some Government capital 
out of the revolving fund to take up the slack. It would be hard to imagine a 
more absurb situation than that of an association being obliged to get capital 
from the Government with which to retire Government capital from the bank. 

Recommendation.—That the bill be amended to permit the Federal interme- 
diate credit bank of a district to grant an extension of time for the initial 15 
percent investment, or any installment thereof, to an association that would be 
unable to make such investment without serious hardship. 

We respectfully submit these recommendations to the consideration of all 
Members of the Senate and the House of Representatives, and particularly to 
the members of the Committees on Agriculture of the two Houses. 


RICHMOND PRODUCTION CREDIT ASSOCIATION, 
Houston, Tewv., April 17, 1956. 
Re H. R. 10315, Farm Credit Legislation. 
Hon. W. R. (Bos) Poaace, 
Committee on Agriculture, 
House of Representatives, Washington, D. C. 


Dear Sir: We wish to thank you for sponsoring the above house resolution in 
which proposals are made to retire the Government capital and merge the Pro- 
duction Credit Corporations in the Federal Intermediate Credit Banks. 

We would like to point out two proposals made in Senate bill 3550 in which 
we do object to: 

1, Where the Government would have a continuing interest in the surpluses and 
reserves of the merged institutions after all Government capital has been retired 
from them. 

2. That the new institution will be forced to continue to operate under the 
provision of the Government Corporation Control Act until all Government 
capital has been retired. 

We are of the opinion that the surpluses and reserves rightfully belong to the 
farmers and ranchers of the country who have made them largely possible, and 
that our district farm credit boards are capable along with the executive officers 
of the banks to control such matters as budgets, ete., without Governmental 
interference. 

Thanking you very much for your help and consideration on the legislation, I am 

Yours very truly, 
C. A. DANKLEFs, 
President. 


CANADIAN VALLEY PRoDpUCTION CREDIT ASSOCIATION, 
Canadian, Tewv., April 19, 1956. 
Hon. W. R. Poace, 
Member of Congress, House Office Building, 
Washington, D. C. 

Dear Sir: We have discussed H. R. 10285, which provides for the merging of 
the Production Credit Corporations and the Federal Intermediate Credit Banks 
and the purchase of the merged banks by the production credit associations, with 
many of our stockholders and have received favorable replies. 

We favor passage of this bill as written. We do not favor 8. 3550 which has 
been presented in the Senate, because it does not follow precedent in these matters 
and would keep the newly formed institution under budget provision of the 
Government Corporations Control Act. 

Very truly yours, 
Ersin L. CROWELL, 
Secretary-Treasurer. 
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FRESNO-MADERA PRODUCTION CREDIT ASSOCIATION, 


Fresno, Cauir., April 16, 1956. 
Hon. W. R. Poaas, 


Member, House of Representatives, 
Washington, D. C. 

Deak CONGRESSMAN : Legislation affecting farm credit will be presented to the 
House of Representatives in the near future. 

The board of directors of this association are unanimous in urging you to 
support bill H. R. 10285. This bill will give the Production Credit Associations 
an opportunity to eventually own the Federal Intermediate Credit Bank by the 
systematic retirement of all Government capital. This bill also provides that the 
surplus accumulated from the earnings of both the Federal Intermediate Credit 
Banks and the Production Credit Corporations will be transferred to the credit 
banks in connection with the merger of both organizations. This is in keeping 
with the intent of Congress when they originally set up the farm credit system 
whereby the original capital was provided by the Government, most of which has 
been _— giving the cooperatives the privilege of becoming wholly member- 
owned. 

Our group definitely opposes bill, S. 3550, which, in our opinion, is contrary to 
the intent of the original writers of the farm credit legislation, and would place 
the new organization under the Government Corporations’ Control Act and deprive 
said new organization of the surplus and reserves now accumulated in the old 
organizations. 

We urge you to give this request your utmost consideration, as the outcome of 
the legislation will have tremendous effect upon our 1,400 members in particular 
and agriculture as a whole, as with the cost of money increasing and the returns 
to the farmer diminishing any unfavorable action would be very detrimental. 

Respectfully yours, 


Roy ScHNAUvER, President. 


STATEMENT OF JAMES E. WELLS, Jz., EXECUTIVE VICE PRESIDENT, FARMERS UNION 
LIVESTOCK ASSOCIATION, SouTH St. Pau, MINN., FOR NATIONAL FARMERS UNION 


Mr. Chairman and gentlemen of the committee, the National Farmers Union 
recommends that H. R. 10285 be approved without amendments by your com- 
mittee, and it is recommended that the Congress pass H. R. 10285 when approved 
by your committee. 

As executive vice president of a farmers’ cooperative, I have a double interest 
in this legislation, both in its effect on cooperative banks and on individual 
farmer loans. I have been closely associated with credit problems for a long time. 
For many years I was Deputy Governor of the Farm Credit Administration and 
Commissioner of the Banks for Cooperatives. 

Especial consideration was given to the fact that by the merger of the Pro- 
duction Credit Corporations in Federal Intermediate Credit Banks duplications 
in the review of rediscountable paper and other functions will be eliminated and 
costs reduced. Some have thought that there should be a separate corporation 
for supervision and a separate corporation for redisecounting. Such an arrange- 
ment would continue the inefficiencies that now exist; the bill provides for ade- 
quate departmentalization for the administration of these two functions; these 
functions would be cared for under the merged banks in a manner similar to 
that followed by the Federal Reserve System and the Federal land banks. 

Questions have been raised as to whether other financial institutions, other than 
the Production Credit Associations, that are authorized to borrow and rediscount 
with the merged Federal Intermediate Credit Banks would receive credit under 
the merged banks as adequate as the credit which they have received during 
the past. It is believed that better credit service will be received by the other 
financial institutions under the merger plan. The authority and the directive 
to do so are clearly written into the bill; Farm Credit Administration officials 
have informed us that every effort will be made to make these functions operate 
effectively. 

In regard to the borrowings by the Bank for Cooperatives, it is believed that 
their credit needs will be provided for better under the merged Federal Inter- 
mediate Banks. The credit needs of the Banks for Cooperatives may be met at 
the Farm Credit District level rather than at the Washington level with less lost 
motion and with increased efficiency. 
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If any amendment were to be offered, consideration might be given to permit- 
ting intermediate credit up to 10 years instead of the 7 years provided in the bill; 
however, it seems desirable first to obtain experience in the selling of debentures 
of the Federal Intermediate Credit Banks under the 7-year term. 

The retention of the name, Federal Intermediate Credit Banks, the capital struc- 
ture left with the banks after the merger, and the revolving fund provided for 
additional capital requirements appear ample for the continuous sale of deben- 
tures of the system to the investing public; these provisions seem adequate for 
any foreseeable future contingencies. 

All in all, the passage of the bill will provide improvements in the efficiency of 
operations, a possible reduction in costs of operations, a centering of responsibility 
in the rediscounting of paper, and a capital base so that adequate lending funds 
may be made available through the sale of debentures. 


River FALLS PRODUCTION CREDIT ASSOCIATION, 
River Falls, Wis., May 8, 1956. 
Hon. LESTER JOHNSON, 
Congressman, Washington, D. C. 

Dear Sir: Thank you for your letter of April 21, 1956, in regard to I. R. 10285, 
This bill has our endorsement as being the best adapted to the proposed merger 
of the Federal Intermediate Credit Bank and the Production Credit Corporation. 
There are some comments I would like to make: 

1. Since the associations will be assuming ownership of the Federal Inter- 
mediate Credit Bank, the name should be changed to the Production Credit 
Bank eventually, if not now. The word “Federal” implies Government owner- 
ship. 

2. I do not believe that it was originally intended back in 1923 that the users 
would own the Federal Intermediate Credit Bank. That angle came in with the 
1953 legislation. To me it is fundamentally wrong for three reasons: First, the 
Production Credit Associations are asked to capitalize and provide available 
credit to other financing institutions or others who are competitors operating in 
the same territories as the PCA’s. These are nonmember organizations operated 
for profit while the PCA’s are cooperative and operated for service to its mem- 
bers—quite divergent in purpose. Second, since the intermediate credit banks 
provide credit to lenders other than PCA’s, it serves the public interest. It has 
at times been proposed that the Government capital of the Federal intermediate 
eredit banks be retired through earnings and then administered as an institu- 
tion of public trust which, in my opinion, would be more appropriate; and third, 
it would seem that the expense of the central office of the Farm Credit Adminis- 
tration at Washington, D. C., should be paid by the Government. I believe the 
expense of the office of the comptroller, supervising national banks, is paid by 
the Government. ; 

3. It has been suggested, and I concur, that following line 11, page 8 of 
H. R. 10285, the following sentence be inserted: “In no case shall all of the 
class B stock owned by an association, or all of the participation certificates 
owned by another lending agency, be retired without consent of said association 
and/or lending agency” or words to that effect. This would have the effect of 
preventing the Federal Intermediate Credit Bank from retiring all of the stock in 
an association and liquidating it. It has already been brought out in the hear- 
ings and, no doubt, will be corrected, but I believe it is quite important. 

4. Another danger, and it is purely administrative, is that with the consolida- 
tion, too many of the officers of both units could be retained at the same salary— 
thus defeating a substantial part of possible savings. 

5. A secretary-treasurer (manager) should not serve on the district board 
of directors. The owners of the system—the farmer members—should have 
that privilege and responsibility exclusively. I understand that this was read 
out of the act in 1955 but it was again proposed in 1956 that NF'LA secretaries be 
so. permitted. 

6. The Production Credit Associations are the only segment of the Farm Credit 
system which are subject to Federal and State income taxes, as well as all other 
taxes levied against corporations. In 1954 we paid $6,874.78 Federal and 
$800.52 State tax. In 1955 $4,380.69 Federal and $781.77 State tax. This is 
an added expense for the farmer in the continuing cost-price squeeze. Under 
the circumstances, it is not apparent why the PCA’s should have to pay these 
taxes. 
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While the following points are taken care of by H. R. 10285, it is important 
that no amendments or changes be made. 

1. That the surplus be left in the system (two precedents for that have been 
set in the case of the Federal land banks and the bank for cooperatives) and 
that there be no continuing interest by the Government in the surplus of the 
intermediate credit banks in the event of liquidation as proposed in S. 3550. 

2. The revolving fund should be maintained at $100 million as a protection 
in case of national emergency, rather than $70 million as proposed in S. 3550. 

3. The intermediate credit banks should be removed from the budget provisions 
of the Government Corporation Control Act. 

Since I am interested in the bill, I will appreciate having a copy of the text 
of the hearings if it is possible and when available. 

While, as I indicated at the outset, this bill comes as close to meeting the needs 
as one can get, nevertheless it cannot help but add to the total cost of operating 
credit used by the farmer. This is true not only on the money borrowed through 
Farm Credit, but other lenders as well since they somewhat follow the pattern 
set by PCAs. 

Undoubtedly you made similar requests from the other PCA secretaries in your 
district and I hope they avail themselves of the opportunity to present their 
opinions and viewpoints. I, for one, appreciate your sincere desire to serve agri- 
culture and that you are willing ti listen to the little fellow out on the firing line. 

Very truly yours, 
L. M. JoHNSON, 
Secretary-Treasurer. 


Mr. McIntire. Mr. Chairman, yesterday I put into the record a 
telegram which I had received from the Central Jersey Farmers Co- 
operative Credit Association of Heightstown, N. J. I think I inad- 
vertently put that into the record in the portion of the record which 
perhaps contains the opposition to this bill, and this telegram places 
this association in favor of the bill. 

Mr. Poaaer. If there are no further witnesses and no further inser- 


tions to be made in the record at this time this will close the general 
hearing on the bill. 

The committee will meet Tuesday morning at 10 o’clock to consider 
the further drafting of the bill. 

We will meet Tuesday morning in Room 1308. 

(Hearing adjourned at 11:10 a.m.) 


x 

















